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Public  Now  Sees  Need 
of  Private  Initiative 
for  Roads 


By  JULIUS  H.  BARNES 
I'resideut  Chamber  of  Commerce  of  the  United  States. 

■ 

There  is  evMence  of  a  complete  change  of  front  in  the  public  attitude 
toward  our  transportation  facilities.  The  cumulative  evideace,  day  by 
day,  of  relative  failure  of  statOMtwaed  and  stata-operatMl  railways  in 
Europe  has  eryatailized  Amerieaii  convietion  into  a  faith  in  Regulation 
as  the  proper  protection  of  the  national  interest,  rather  than  Government 
Ownership  or  Operation.  The  demonstration  that,  in  the  recent  past, 
Regulation,  otherwise  proper,  has  been  over-rigid  aad  uawise,  deetroying 
the  prvper  opportunity  on  which  alone  earnings  and  credit  for  expansion 
can  be  secured,  has  crystallized  a  conviction  that  intelligent  Regulation 
can  be  constructive,  and  in  a  determination  to  secure  that  kind  of  Regula- 
tion. This  fairer  attitude  of  public  opinion  has  been  aided  by  the  recep- 
tive attitude  developed  by  railway  mecntivee. 


We  need  a  program  of  transportation  wbich  will  care  for  the  Inevit- 
able expansion  of  these  eeming  years.  We  need  a  proper  relation  of 
waterways  and  motor  transport  to  our  older  railways.  We  need  a 
determination  of  the  fair  relation  of  rates  on  various  commodities  trans- 
ported.  We  need  a  sober  study  of  the  economies  and  advantages  of  een- 
seiidatiea  into  iarfer  units.  The  Chamber  of  Commerce  of  the  United 
States  is  earryfag  ea  a  study  of  all  these  phases,  by  men  equipped  by 
experience  and  ability  and  devotion  to  the  national  interest.  We  hope  in 
the  next  few  months  to  have  a  program  that  will  carry  conviction^  and  a 
program  which  will  recognize  the  need  of  private  laitiative  and  of  out- 
staadiag  iadividaal  ability  attracted  to  this  Held  of  transportation.  The 
Ameriean  people  will  be  fair  and  wise  and  generous  in  their  treatment  of 
transportation  through  the  agencies  of  Government  when  they  have 
accurate  information  and  a  coaviaciaj  program. 


INTRODUCTION 


Never  before  has  a  subject  of  such  vital  importance  as  tranB- 
portation  had  such  expert  analysis  as  is  here  given  by  the  best  minds 
of  the  country  in  articles  especially  written  for  the  New  York  Com- 
mercial. The  subject  is  treated  not  from  a  technical  standpoint  but  in 
an  endeavor  to  inform  the  average  citizen  where  his  interests  lie. 

It  is  the  business  of  the  country  to  take  care  of  its  transportation 
system  and  to  bring  it  up  to  a  standard  of  greatness  that  will  parallel 
the  greatness  of  the  country  itself.  It  is  a  mistake  to  regard  the  rail- 
roads as  something  apart  from  our  community  interest.  As  is  shown 
elsewhere  in  this  booklet  their  actual  ownership  is  widely  distributed 
and  is  not  in  the  hands  of  a  few  so-called  "Wall  Street  millionaires"  as 
the  demagogaes  would  have  us  believe.  For  the  most  part,  the  real 
owners  are  persons  of  moderate  means,  while  those  who  furnish  the 
capital  by  taking  the  bonds  are  even  more  widely  distributed  and  throng 
the  financial  institutions  touch  practically  all  of  ui.**fcivery  man,  woman 
and  child  is  interested  in  the  welfare  of  the  railroads.  They  may  not 
realize  it,  but  it  is  so.  From  the  nature  of  things  their  control  must  lie 
within  the  hands  of  a  few  who  are  specially  equipped  for  that  service, 
just  as  the  Government  itself,  although  it  is  a  government  of  the  people, 
finally  comes  down  to  a  comparatively  small  number. 

The  necessity  for  this  intimate  study  of  railroad  affairs  by  tiie 
people  at  large  is  riiown  by  the  fact  that  the  radical  members  of  Congress 
are  even  now  outlining  their  plan  of  attack  on  the  railroads  at  next 
winter's  session  of  Congress.  Just  what  is  'it  this  group  proposes  to 
accomplish?  Is  theirs  to  be  a  constructive  program  or  is  it  to  be  an 
obstructive  one,  or,  more  properly  speaking,  a  destructive  one? 

But  giving  them  credit  for  good  intentions,  how  is  their  program 
likely  to  affect  the  public?  They  propose  to  force  a  reduction  in  the 
valuation  of  the  roads,  presumably  with  the  idea  of  obtaining  lower 
freight  rates.  Let  us  assume  that  they  are  successful,  so  that  billions 
of  dollars  will  have  to  be  written  off  the  books  of  the  companies.  Upon 
whom  will  the  loss  of  this  shrinkage  fall?  Not  upon  a  few  millionaires, 
but  upon  the  almost  two  million  bondholders  and  stockholders,  and 
through  them,  upon  the  savings  banks,  the  insurance  companies,  the  trust 
funds,  and  eventually  upon  the  employes. 

Yet  even  that  would  not  be  the  worst,  because  the  greatest  blow  of 
all  would  be  the  killing  of  railroad  credit  It  would  be  the  end  of  rail- 
road growth  and  expansion.  It  would  rob  the  steel  companies  of  their 
greatest  customer.  It  would  stagnate  the  tremendous  manufacturing 
interests  constantly  employed  in  supplying  railroad  needs.  It  would 
cause  an  industrial  depression,  the  like  of  which  we  have  not  experienced 
in  a  generation.  It  would  be  a  fearful  price  to  pay  for  lower  rates, 
presumably  in  the  interest  of  the  farmers,  who  in  turn  would  have  less  to 
ship  because  of  the  reduced  purchasing  power  of  the  country,  yhile  their 


own  purchasing  power  was  correspondingly  reduced.  It  would  mean  the 
bankruptcy  of  railroads,  of  industrial  coneenu,  of  financial  institations, 
wiping  out  of  tmst  funds  of  widows  and  orphans,  or,  in  a  word,  general 
disaster. 

But  mere  ireduetion  in  freight  rates  is  not  what  these  radicals  are 
aiming  at.  They  are  trying  to  force  government  ownership — a  failure 
wherever  it  has  been  tried.  In  Italy  they  are  trying  to  crawl  out  from 
under  it,  and  we  have  got  to  face  the  question  as  to  whether  thai  most 
enlightened  country  in  the  world,  as  we  love  to  believe  it,  must  go 
through  the  harrowing  experi^Eiee  <^  finding  oat  for  itself  the  lewon  that 
other  countries  can  teach  it 

In  1896  the  country  was  almost  swept  off  its  feet  by  the  free  silver 
heresy,  and  it  took  a  campaign  of  education  such  as  was  never  before 
undertaken  to  convince  the  country  that  disaster  was  threatening.  We 
are  face  to  face  with  a  similar  situation  in  regard  to  our  railroads,  and 
the  time  to  begin  that  campaign  of  education  is  now,  so  that  when  Con- 
gress assembles  in  December,  public  opinion,  the  strongest  weapon  we 
have,  wiU  have  been  crystallized  on  the  side  of  sanity  and  conservatism. 
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Closer  Understanding  of 

Railroad  Probkms  Needed 


By  C.  H.  MARKHAM 

President,  Illinois  Central  System. 


Our  country  has  suflered  greatly  in 
the  last  several  years  from  the  effects 
of  the  failure  of  the  public  to  .permit 
the  railroads  to  earn  a  reasonable  re- 
turn upon  the  teapitsl  invested  in  them. 
This  has  ^rown  out  of  a  public  demand 
unsympathetic  to  the  needs  of  the  rail- 
roads and  to  the  welfare  of  the  ccuntry. 

We  have  only  recently  been  i)assing 
through  a  serious  transportation  short- 
age, caused  largely  by  restricted  rail- 
way earnings  over  a  long  period  of 
years.  The  losses  incident  to  the  re- 
cent transportation  shortage  have  been 
stagfferinig.  Perhaps  this  is  liie  most 
notable  example  loC  tiie  idisastrous  effect 
of  an  unsound,  unsympathetic  railway 
policy,  but  the  effects  of  other  uncon- 
stnid:ive  policies  have  varied  only  in 
degree.  For  example,  railway  taxes 
have  doubled  in  seven  years,  trebled  in 
tweflve  years.  All  this  has  rebounded 
tipon  the  public,  for  the  public  pays  the 
transportation  bill;  'the  railroads  are 
only  the  agents  of  the  public  in  ttie 
transacdon  o*  pronding  a  service  ^  ea 
annual  cost  of  upward  of  $5,000,000^. 

Past  Mistakes  UsH  Way 

Wbat  has  already  taken  place  with 
regard  to  the  railway  stiaation  cannot 
be  avoided  now.  We  must  lot  it  piass; 
but  we  should,  I  believe,  give  our  very 
earnest  consideration  to  whether  this  is 
to  be  our  national  railway  policy  in  the 
fatare.  If  we  point  to  the  naiatakes  of 
the  past  in  dealings  with  the  railway 
situation  (and  they  have  been  costly 
mistakes),  it  is  only  for  the  purpose  of 
lighting  our  path  by  the  lamp  of  oar 
experiences.  We  shall  be  most  unwise 
if  we  continue  to  grope  in  darkness 
when  we  Wave  the  light  of  our  experi- 
ences to  go  by. 

The  need  for  a  closer,  more  sympa- 
thetic understanding  ana  appreciation 
of  railway  problems  is  a  matter  which 
concerns  the  public  most  vitally.  The 
apathy  exhibited  by  a  good  many  E>er- 
sons  who  should  be  thorough^  a&vc  to 
the  radlway  stiuation  indicates  that  they 
regard  the  welfare  of  the  railroads  as 
a  matter  which  ooncerns  only  those  en- 
gaged in  the  raiirovid  business.  That 
would  be  true  if  the  welfare  of  all  other 
industries  were  not  dependent  upon  the 
weHfare  of  the  railroads,  but  as  a  mat- 
ter of  fact  the  welfare  of  the  railroads 
does  affect  most  seriously  the  welfare 
of  every  other  branch  of  our  com- 
mercial life.  Let  me  illustrate: 

It  must  be  apparent  to  every  think* 


ing  person  that  the  amount  of  business 
of  all  kinds  that  can  be  carried  On  in 
this  country  can  be  no  greater  than  the 
amount  of  transporlatkm  service  that 
can  be  furnished  by  our  railroads.  Any- 
thing, therefore,  which  affects  the  rail- 
roads, either  favorably  or  adversely, 
affects  every  other  line  of  business 
activity  hi  the  same  way.  The  railroads 
alone  represent  an  investment  of 
around  20  billion  dollars.  That  invest- 
ment is  worth  protecting;  our  country 
would  suffer  immeasurably  if  it  alone 
were  to  be  wiped  out.  However,  de- 
struction of  the  railroads  would  not 
stop  there;  it  would  carry  with  it  the 
destruction  of  a  vast  industry  engaged 
in  agricultural  production,  which  repre- 
sents an  investment  of  about  78  billion 
dollars;  it  would  mean  the  destruction 
of  the  manufacturing  industry,  ^vith  an 
investment  of  around  45  billion  dollars; 
it  would  jeopardize  the  payment  of 
wages  to  the  Nation's  wage  earners, 
whose  annual  earnings  exceed  40  billion 
dollars,  or  the  equivalent  to  a  5  per 
cent  return  upon  an  investment  of  more 
than  800  billion  dollars.  No  line  of 
bu8ines&,  no  branch  of  our  life,  would 
escape  the  dire  effects  of  such  a  catas- 
trophe as  destruction  of  our  railroads 
would  be. 

Faitb  ia  Americaa  Pablic 

1  do  not  believe  that  our  railroads 
are  going  to  be  destroyed:  my  faith  in 
the  common  sense  of  the  American 
public  is  too  deep  to  let  me  think  that 
However,  I  believe  we  should  face  the 
issue  «quairely.  There  is  an  agitation 
now  going  on  for  the  enactment  of  fed- 
eral legislation  that  would  seriously  im- 
pair the  railroads,  if  not  actually  des- 
troy them.  We  must  decide  w'hether  we 
are  going  to  protect,  not  alone  our  in- 
vestment in  the  railroads,,  but  our 
investment  in  civilization.  Everything 
tliat  'has  been  won  for  us  by  two  cen- 
turies of  frugality  and  genius  and  labor 
iipon  llie  North  American  continent  ia 
at  stake  in  the  aolution  of  the  .railway 
problem.  Railway  men  would  be  dere- 
Iret  to  their  solemn  duty  should  they 
neg'ect  to  do  their  utmost  in  educating 
the  ipublic  to  the  need  for  constructiTe 
treatment  of  the  railroads;  but  the 
duty  is  not  theirs  alone — 'the  situation 
needs  many  friends  of  the  railroads 
who  will  stand  shoulder  to  shoulder 
with  the  representatives  of  the  rail- 
roBids  in  demanding  that  the  public, 
throagh  its  tegidatiye  and  regdatory 
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w^endMf  fives  tlie  railroads  the  saoare 
deal 

The  raflroiads  must  'have  friends — 
many  staimch  friends.  Xbat  they  do 
not  hav«  more  frie&ds,  some  will  say, 
is  because  some  railway  men  in  the 
past  have  betrayed  the  trust  of  public 
friendship.  Even  should  we  grant  that, 
the  prcblem  is  still  ours  to  solve.  The 
railroads  have  repented,  in  tbe  sack- 
cloth and  ashes  of  humiliation  under 
unconstructive  regulation.  Let  us 
frankly  admit  the  error  on  both  sides 
of  the  publie-railway  partners^hiip  and 
forget  it  in  a  new  realiaatlon  of  the 
duties  and  olrBgations  of  that  parbior- 
ship* 

The  path  we  should  travel  in  dealing 
with  the  railway  situation  is  plainly 
marked  for  us  by  the  Transportation 
Act  of  1920.  The  f  ramers  of  tibis  iati* 


portant  and  highly  constructive  piece 
of  legislation  have  carefully  sought  to 
avoid  the  mistakes  of  the  ipast  by  pro- 
viding that  railwiay  regulation  must  be 
cognisant  of  the  need  of  the  country 
for  adequate  transportation  at  all  times. 
We  will  make  no  m-sitake  to  follow  the 
act.  The  danger  lies  in  abandoning 
the  act  to  follow  the  path  which  polit- 
ical reformers  are  trying  to  lay  oat 
for  us.  I  earnestly  advise  against  do- 
ing that. 

1  also  de-are  to  speak  a  word  in  be- 
half of  the  -sincere  effort  that  has  been 
made  by  the  present  Interstate  Com- 
merce Commission  to  give  to  the  Trans- 
portation Act  a  broad,  constructive  in- 
terpretation that  win  inure  to  the  bene- 
fit of  the  country.  We  should  si^port 
the  Commission  in  its  efforts* 


The  Message  of  a  Pioneer 

By  WALLACE  T.  HUGHES 

General  Attorney  Rock  Island  Line^,  Chicago 


I  am  the  Rock  Island  Railroad. 

On  this,  my  70th  birthday,  1  salute 
you,  my  friends  and  neighbors! 

Three  score  and  ten  years,  in  human 
terms,  are  a  span  of  life;  therefore,  you 
think  me  old. 

But  I  expect  to  be  here  a  thousand 
years,  performing  my  day's  work  faith- 
fully and  diligently  and  striving  to  win 
the  ipraise  of  those  who  lure  to  come 
after  you. 

In  my  70  years  I  have  seen  prairies 
become  fertile  farms,  hamlets  grow  to 
great  cities,  log  houses  make  place  for 
mansions. 

I  have  seen  the  blacksmith  shoip  ex- 
pand to  ilbe  giant  foundry,  mines  bring 
forth  treasure  immeasurable;  stagnant 
lands  I  have  seen  changed  into  teeming 
settlements,  as  Nature,  under  the  touch 
of  man,  yielded  up  its  wealth. 

I  Imve  witnessed  the  Ifirade  of 
progress! 

iAnd  I  take  comfort  that  I  have 
played  my  part  in  this  mighty  epic  of 
the  We^. 

Who  can  say  that  part  ihas  been 
small? 

What  avaQs  the  cro-p  in  the  field  if 
it  have  not  my  labor  to  bear  it  to  the 

world? 

"For  70  years  I  have  been  carrying 
your  wheat  and  corn,  your  fruit  and 
cattle,  to  market,  bringing  food  to  tte 
city  and  fortune  to  the  farm. 

I  have  brought  you  coal  to  warm 
you  and  to  yield  its  power  for  your  in- 
dustries. 

I  have  borne  your  plow«,  your  type- 
writers, your  mousetraps,  your  cotton 
to  all  corners  of  the  earth. 

I  have  brought  you  clothes  and 
houses  and  automobiles;  silks  from  the 


Orient,  gems  from  the  South  Seas,  ores 
from  Alaska.  ,  , 

Ifillions  and  millions  have  I  served 
and  helped.  To  many  I  have  given 
prosiperity;  for  those  who  failed  I  did 

my  best.  ,  _     .  . 

I  have  taken  your  sons  and  daughters 
to  college  and  brought  tiiem  hack  to 

you.  ,  , 

I  have  carried  you  to  woods  and 
mountains,    where   you    laughed  and 

played.  .    ,      ^  ^.x, 

I  haTC  sped  the  sorrowing  to  tAO 

bedside  of  the  dying. 

I  have  joined  lover  and  sweetheart 
and  sent  many  a  bride  and  bridegroom 
gaily  on  life's  journey.  . 

Thus  in  the  lives  of  my  neighbors 
have  I  been  a  messenger  of  good  wilJ» 
of  mercy  and  of  happiness. 

Some  of  you  think  me  a  monster  of 
stone  and  steel.  , 

These  are  but  my  bones  and  smewfl* 

I  am  50,000  human  hearts! 

There's  a  heart  in  cab  and  caboose, 
at  ticket  window  and  in  the  Manager's 
ofiEice. 

They  are  just  like  your  own,  witn 
the  tsame  hopes,  ambitions  and  feelings. 

They  give  me  life.  ,  .    ,  * 

I  look  fondly  upon  the  multitude  oi 
homes  wtere  these  heart  s  dweH — 
homes  which  are  maintained  because 
I  am  here  to  offer  livelihood  to  those 
who  help  me  do  my  work  for  you. 

I,  the  Rock  Island  Railroad,  am  n 
years  old  today  and,  my  friends  and 
neighbors,  I  salute  you! 

May  we  be  friends  and  neighbors, 
you  and  I,  for  years  to  come;  and,  in 
the  ages  after  that,  may  the  iprivilege 
be  mine  of  serving  your  children  and 
your  children's  children  and  of  bringing 
to  them  in  my  trains  great  golden 
cargoes  of  prosperity  and  happiness! 
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Ua  S.  Railways  Made  Possible 

Greatest  ot  Civilizations 


By  JULIUS  KRUTTSCHNITT 

Chairman  Southern  Pacific  Oo. 


From  the  viewpoint  sometimes  taken 
of  the  railway  situation  it  has  often 
6eemed  to  me  that  there  is  in  many 
quiarters  a  misconception  of  the  vitid 
importance  o£  adequate  and  efficient 
transportation  to  the  country's  welfare 
and  of  the  close  relationship  that  ex- 
ists between  a  sound  condition  of  the 
railway  industry  and  our  general  pro6- 
perity. 

The  United  States  is  primarily  a 

country  depending  upon  transportation. 
Its  population  of  110,000,000  occupies 
a  territory  between  seven  and  eight 
times  as  great  as  the  smaller  popu- 
lation of  (France  and  Oeraiany.  yet 
prompt  and  reasonably  dieap  transpor- 
tation is  available  over  vast  distances, 
so  that  the  products  of  one  section  may 
be  marketed  throughout  the  country, 
including  rail  traonsportation  often  for 
a  distance  of  3,000  miles  or  more. 

The  United  States,  with  6  per  ceirt 
of  the  world's  population,  possesses 
nearly  40  per  cent  of  the  world's  rail- 
ways, which  are  capitalized  for  only 
one-half  or  one-fouTth  as  mudi  per 
mile  as  those  of  the  princiapl  countries 
of  Europe,  charge  the  public  rates  only 
half  as  much  per  mile  of  movement 


as  the  European  rates,  and  perform 
twice  the  public  service  per  dollar  of 
capital  invested.  The  2,000,000  persons 
employed  in  rail  tranapoortatfon  Taatly 
exceed  the  number  employeea  of  any 
other  industry,  and,  with  their  families 
and  dependents,  together  with  those 
holdina  railway  securities  either  directly 
or  iadireetly  tftrougli  saTings  banks, 
insurance^  etc.,  comprise  a  yerj  lac|a 
part  of  our  local  population. 

The  growth  of  the  United  States  has 
been  xinequalled  amongst  nations.  By 
building  into  undeTdcmed  territory  in 
advance  of  population,  by  improvements 
of  roadbed  and  eqtdpment,  adoption  of 
safety  devices,  inauguration  of  better 
service  and  more  economical  methods  of 
operation,  and  by  aiAiMantial  additiona 
to  facilities  as  needed,  tbe  privately 
operated  railways  may,  without  boaat^ 
ing,  claim  to  have  done  their  share, — 
and  more  than  their  share — in  meeting 
their  obligations;  indeed,  the  remarkable 
advancemCTEt  cftiown  by  our  country 
\wM  not  have  been  possftle  vrfth 
stagnastt  or  inefficient  transportation. 

As  proof  of  this,  witness  the  following 
statistics  compiled  for  the  census  yeairs 
1920,  1910,  19(K)  and  1890: 


1920 


1.  Population   

2.  Wealth  (true  value, 

teal  and  ipeorsoaal 

property)   $290«000,0(H),0(H) 

3   Wealth  per  capita.  2.{i8<9 

4.  Bank  clearings  ntJMM$AM 

5.  Value  ot  fanns  and 

tmn  property., 
ft.  VMne  products  of 
manufactures  . . 
RaUx^oadfl-— 
7.  Mdleasre    of  road 

operated  

S.  l[ileae?e  per  thou* 
aand  per«on«...» 
t.  Uoney  invested  In 

raUmtye  

10.  tTrafflc  units 
moved  (ton  mRes 
plus  3  tiimes  pass. 


VraVKD  STATES 

1910 

9I.972.26< 


1M$ 

7M94.67S 


|^1«7,739.071.090  S8S.&17,307.000 


77,924.100.»8S 
62,41l(,m,773 

2>59.941 
2.46 

lf.<49»«U.f4f 


•1/965 
l«.m.969.Mf 

40.991.44a.m 

20,672,0>51,870 

240,'S31 
2.62 


1,16*5 
n.'H4.S8«»M4 

20,439,901,144 

11.406,926.7M 

192,656 
2.53 


i4»fif7,816.M9  llO,S«3.aU,40« 


1890 

62.947.714 


S65»037.091,000 
1,034 
27.M9,6M.<7« 

1'6,082,267,««9 

9,372.378,64} 

156.404 
2.46 

$7.7SS.M7.»81 


milefl) 
U.  ITrafflc  usiUs  per 

689,466,995,000 

378,018. 399, 4>3'8 

204.145,  X7S,  921 

119,515,404.149 

pefsosi  •••••••«• 

19.  Traffic  units  per 

6,676 

4.110 

2,686 

1.899 

96.97 

dollar  invested.. 

19.69 

16.41 

13.  Traffic  unite  per 

mile  of  iXMbd.  • .  * 

2,967,m 

1,669,642 

1,066,186 

764,M6 

14.  TraiCfic  units  per 

4'88.93 

309.33 

230.2.1 

165.32 

16.  Railway  waves 

per  employe  •  •  •  • 

»1.«20 

$673 

$667 

« •  • 

1-6.  tRy.  ^relglit  rev. 

per  ton  mile... 

1.0tl 

0.768 

.729 

0.941 

17.  $  Wholesale  prices 

otf  commodities*  • 

S4S 

99 

80 

82 

Authorities:    U.  S.  Statlsticftl  Abartract  and  reports  of  L  C.  C. 
♦Year  1*912. 

tOompany  frelsbt  estimated  for  19.10.  1900  and  1890. 

iBrepared  from  index  numbers.  U.  S.  Bureau  of  Liabor,  }  9 13— equals 


100. 
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The  items  on  this  statement  tell  a 
remarkable  story  of  progress.  Compared 

with  a  period  thirty  years  earlier,  the 
public  in  1920  paid  three  times  as  high 
wholesale  prices  for  commodities,  but 
paid  practically  no  more  for  transporta- 
tion, despite  the  fact  that  the  railroads 
themselves  had  to  pay  the  higher  com- 
modity prices  and  also  were  required  to 
pay  three  times  as  high  wages.  Their 
ability  to  do  this  rests  principally  upon 
the  increased  efficiency  attained  by  pri- 
vate railway  management,  as  exempli- 
fied by  the  fact  that  for  each  train 
moved  one  mile  the  railroads  moved 
nearly  three  times  as  many  traffic  units. 
Likewise,  twice  as  many  traffic  units 
were  moved  per  dollar  of  investment. 

Abundance  of  transportation  and  the 
greater  use  made  of  it  by  the  people 
is  diown  by  the  tripling  of  traffic  units 
per  mile  of  road  and  by  the  number  of 
traffic  units  moved  per  person,  the 
latter  being  as  follows: 

1890   1.899 

1900   2,68« 

1910   4,110 

1920  5*576 

K  is  true  that  since  1920  wholesale 
prices  have  fallen  materially,  partic- 
ularly with  respect  to  agricultural  prod- 
ucts, but  there  was  also  a  reduction  in 
rates  in  1922,  the  comparison  of  prices 
and  rates  as  of  189a  to  Nov„  1922. 

b&mg  las  foBows:  _ 

Per  cent 

Freight  rates  uicreased  from 

0-941  cents  to  1.19  cents,  or  19 
Railway  ^vages  increased  from 

$567  (1900)  to  $1643,  or....  189 
Index  number  of  wholesale 
prices  of  commodities  in- 
creased from  82  to  156,  or. .  90 
Thus  the  preset  railway  rates  are 
not  only  not  high,  «s  is  ibe  impression 
of  many,  but  are  remarkably  low  as 
compared  with  prices  generally,  and 
the  ability  to  operate  the  railways  with 
the  small  increase  in  rates  above  noted, 
whilst  paying  nelarly  triple  the  wages, 
which  comprise  two-thirds  of  the  total 
operating  expenses,  which  double  prices 
of  materials^  is  a  remarkable  tribute  to 
private  railwf^  management  ai^  has 
resulted  in  saving  enormous  sums  for 
the  American  people.  Had  no  changes 
been  made  in  railway  practices,  ob- 
viously it  would  have  oeen  necessiary 
to  raise  railway  rates  to  meet  the  rise 
in  wages  and  commodities,  and  the 
saving  to  the  public  through  holding 
down  rates  by  advancement  and  prog- 
ress in  the  science  of  railroading  is 
measured  in  billions  of  dollars  annxially. 

EffieieRGy  of  the  Railroads 

Charges  are  made  from  time  to  time 
that  private  railway  management  is  not 

obtaining  the  efficiency  it  should  in 
conducting  the  railroads,  statements  be- 
ing put  forth  that  large  sums  would 
be  saved  through  the  institution  of  tm- 
practicable  aim  urn  sound  policies,  an 
estimate  made  recently  by  an  associa- 
tion of  impracticable  sind  unsoun4  poli- 
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cies,  an  estimate  made  recently  by  an 
association  of  security  owners  and  also 
made  many  years  ago  by  an  advocate 
of  rate  reductions  before  the  Interstate 
Gommeroe  Commission  being  an  annual 
sum  averaging  $1,000,000  a  day. 

This  sum,  while  large,  is  a  mere  baga- 
telle compared  with  what  the  railways 
have  been  able  to  accomplish  through 
the  economics  they  have  practiced. 
For  example:  The  lifting  of  the  traffic 
units  per  train  mile  from  165.82  in  1890 
to  488.93  in  1920  has  been  responsible 
for  saving  the  movement  of  2,349,2S§ 
train  miles  in  the  year  1^20,  the  value 
of  which,  computed  at  the  average  cost 
per  train  mile  of  that  year,  amounted 
to  $6,742,304,000,  or  $18,200,000  for 
each  day  o£  the  year.  Truly,  these 
statistics  show  how  the  railroads  have 
carried  oc. 

(J.  S.  Has  Cheapest  Rail  Transportation 

The  people  of  the  United  States,  as 
well  as  the  owners  of  the  railways, 
have  reason  to  be  proud  of  .their  rail- 
way system  And  of  tiie  results  obtained. 
No  other  country  in  the  world  in  pro- 
portion to  population  has  such  abundant 
or  cheap  rail  transportation  as  the 
United  States.  The  railways  have  cer- 
tainly met  their  obligations  in  the  patft 
quite  as  well  as  could  have  been  ex- 
pected despite  repreesive- legislation  and 
a  rate  of  return  on  their  investment 
most  discouraging  to  the  owners  of  the 
property  desirous  of  improving  their 
plant  to  secure  its  utmost  efficiency  and 
to  provide  faeSities  to  meet  any  de- 
mands. 

According  to  statistics  of  the  Inter- 
state Commerce  Oomsniaaion  covering 
a  period  of  82  years,  from  1891  to  1922, 
the  only  year  in  which  the  ratio  of 
operating  income  to  investment  in  rail- 
ways exceeded  6  per  cent  was  the  war 
year  of  1916.  In  21  tout  of  the  38 
years  the  ratio  of  return  was  below 
5  per  cent,  a  rate  entirely  too  low  to 
secure  improvements  which  often  must 
be  financed  at  a  hig'h^  rate  of  interest, 
to  say  nothing  of  many  desirable  fan* 
provements,  such  as  eliminati'on  of 
grade  crossings,  construction  of  larger 
and  finer  passenger  stations,  etc.,  which 
in  themselves  bring  no  direct  return  te 
offset  the  coist  of  money  4>orrowed. 

Yet  during  this  3 2 -year  period  the 
investment  was  increased  tt^om  8  bill- 
ion dollars  to  over  20  billioans,  or  2^4 
times.  The  fact  that  there  was  a  car 
shortage  in  1922  is  apt  to  blot  from 
memory  that  there  was  a  large  car 
surplus  in  1921,  and  that  during  the  li 
years  ending  in  1922  only  1916-1917, 
1920  and  1922  were  car  shortage  years, 
while  in  11  off  the  15  years  the  rail* 
roads  had  provided  more  cars  than 
needed  for  their  traffic,  resulting  in  a 
surplus.  , 

The  Interstate  Commerce  Oonumssio* 
recently  published  a  diagram  showing 
the  trend  of  railway  traffic  from  1890 
to  1921  estimating  future  growth  to 
1930.    In  this  chart  the  commission 
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regarded  as  excepti'onal  the  traffic  of 
the  war  period  commencing  in  1916  and 
continuing  until  1921.  The  equipment 
provided  by  the  railways  has  been  con- 
siderably in  excess  of  that  required  to 
move  normal  business  as  estimated  by 
the  commission,  with  the  single  excep- 
tion of  1922,  when  the  oaitriers'  ability 
to  function  WM  ^erioutedy  curtailed  by 
the  shopmen's  strike,  preventing  the 
■restoration  fro  service  of  the  accumula- 
tion of  bad  order  cars  resulting  from 
Federal  control,  and  by  the  effect  on 
traffic  of  the  coal  istrike. 

1902  the  Tnterstae  Commerce  Cora- 
mission,  for  the  first  time,  recorded  the 
aggregate  tonnage-carrying  capacity  of 
freight  cars,  the  total  then  being  43,- 
891,000.  In  1916  the  railwaya  had  in- 
creased the  aggregate  car  capacity  to 
92,946,000,  or  114  per  cent.  Meanwhile 
the  volume  of  fregiht  trafiSc  had  in- 
ereased  only  76  per  cent,  hence  before 
the  war  Ifte  railroads  liad  been  adding 
to  'their  car  facilities  more  generously 
than  the  gain  in  traffic  justified,  there- 
fore, they  were  able  to  move  without 
substantial  additions  to  egniiNiient,  bu't 
aided,  of  curse,  by  greater  intensive 
use,  a  war  business  nearly  50  per  cent 
greater  than  the  normal  traffic  pre- 
viously handled.  We  doubt  whether  any 
other  induGN:ry  in  the  country  can  poluft 
to  such  a  record. 

Substantial  Additions  to  Plant 

No  freight  oars  were  ordered  by  the 
United  States  Bailroad  Administration 
in  1919  or  1920  and  the  roads  had  no 
money  or  credit  to  obtain  the  normal 
euf^ply  of  equipment  in  1921.  In  1922, 
however,  there  was  a  market  revival  in 
railway  development  and  with  improved 
prospects  -and  credit,  although  net  eam- 
mgs  were  still  low,  the  railways  have 
made  very  substantial  additions  'to  their 
plant.  Tte  equipment  orders  for  1922 
exceeded  those  of  any  year  since  1912 
as  to  freight  cars  of  any  years  since 
1916  as  to  pasenger  equipment,  and  of 
any  year  since  1918  as  to  locomotives. 
These  orders  were  placed  despite  the 
disturbed  conditions  incidemt  to  the 
strike  of  that  year,  and  regardless  of 
these  conditions  the  roads  in  the  year 
just  passed  moved  more  loaded  cars, 
excluding  ecal,  than  in  any  year  in  their 
history.  Thej  have  likewise  moved  in 
the  year  19*28  to  date  20  per  cent  more 
loaded  cars  than  moved  in  ithe  s^e 
period  of  1922  or  1921. 

The  railways  have  anticipated  the 
large  traffic  prospects  for  1923  by  con- 
tinuing to  place  orders  for  eqnipmenty 
the  Southern  Pacific  Lines,  for  example, 
having  ordered,  or  will  receive  this  year, 
equipment  for  companies  in  which 
they  are  interested  that  wrill  cost  about 
$80,000,000.  The  carriers  have  suc- 
ceeded in  reducing  the  percentage  of 
bad  order  cars  from  15.3  per  100  cars 
owned  in  July,  1922,  when  the  shop- 
men's strike  began,  to  9.2  per  100,  Feb. 
1. 1923,  this  reduction  being  40  per  cent 
On  loadhif  Itaa  been  ah«mii«  an  im* 


provement,  being  28.2  tons  in  Novem- 
ber, 1922  (last  record  available),  com- 
pared with  27.2  tons  in  same  month  of 
previous  year,  an  increase  of  4  per  cent 
The  train  load  is  getting  better,  being 
719  tons  in  November,  1922,  as  against 
633  in  same  month  of  1921,  an  increase 
of  12  per  cent.  The  miles  run  per  car 
per  day  was  27.1  in  November,  1922, 
compared  with  24.0  in  the  same  monA 
of  previous  year,  an  inoeaae  of  13  p« 
cent 

Big  Additions  for  1923 

An  analysis  made  by  the  Railway  Age 
in  its  annual  number  for  1923  indicated 
that  the  raflways  proposed  substsmtial 
additions  to  their  facilities  in  all  direc- 
tions in  1923,  it  being  estimated  that  the 
total  capital  expenditures  for  the  year 
will  amount  to  $700,000,000,  or  the  high- 
est of  any  year  in  the  past  ten,  with 
the  exception  of  one. 

These  statistics  are  quoted  to  show 
that  the  carriers  are  fully  alive  to  the 
situation  and  are  doing  everything  pos- 
sible to  provide  transportation  facili- 
ties that  will  enable  them  to  condnct 
satisfactorily  and  promptly  the  trans- 
portation needs  of  the  country  despite 
the  handicap  of  insufficient  returns  and 
the  shadow  of  anti-railroad  legislation 
advocated  by  those  who  think  that  the 
welfare  of  the  transiwrtation  industry 
i.-?  secondary  to  that  of  other  ^rveat  in- 
dustries of  the  United  tates,  failing  to 
realize  that  without  a  transportation 
system  on  a  sound  financial  basis  the 
people  will  have  inadequate  transporta- 
tion, car  shortage,  inefficient,  and  pos- 
sibly unsafe  railways,  and  that  the  coun- 
try's wdlbeing  is  bound  np  closely  with 
that  of  the  carriers.  In  1917,  just  prior 
to  Government  control,  the  roads  success- 
fully moved  a  gain  in  traffic  nearly  50 
per  cent  greater  than  two  years  before 
and  secured  a  satisfactory  net  tetam, 
although  freight  rerenne  averaged  only 
7%  mills  per  ton  mile.  Federal  control 
changed  all  this  and  with  freight  revenue 
averaging  12%  mills  in  the  latter  half 
of  1920,  or  70  per  cent  greater,  the 
higher  wages  and  operating  costs  had 
consumed  all  the  revenue  and  there  WM 
no  net  remaining. 

High  Praise  for  Transportation  Act 

Congress  passed  the  Transportation 
Act  of  1920,  the  greatest  constructive 
railroad  legislation  ever  enacted,  which, 
if  allowed  to  function  as  uitended 
would  afford  a  basis  for  a  complete, 
effective,  solvent  and  adequate  railway 
system.  Yet  with  the  fall  in  business 
in  1921  the  return  on  inyestmeat  in 
railways  vras  only  3  per  cent,  or  half 
that  promised  under  the  Transportation 
Act,  and  ip  1922,  with  greater  traffic 
but  with  substantial  reduction  in  rates 
in  the  last  half  of  the  year,  the  roads 
earned  about  4  per  cent  on  their  invest- 
ment, or  still  only  two-thirds  of  the 
amount  Congress  considered  right  when 
passing  the  Transportation  Act,  and 
also  two-liiiidB       the  amraid  rental 
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which  the  Government  considered  it 
fair  to  pay  the  roads  for  their  use 
daring  the  period  of  Federal  operation. 

Sirce  the  end  of  FedeMl  control 
nmcth  has  been  accomplished  toward 
normal  conditions.  In  1917  the  railway- 
operating  expenses  were  $2,829,000,- 
000 ;  in  1920,  following  Government 
control,  they  rose  %o  $5,828^000,000; 
in  1922  they  hhd  been  reduced  by  pri- 
vate management  to  $4,455,000,000,  but 
they  cannot  be  brought  'back  to  the  1917 
condition  as  long  a«  the  railway  wages 
are  60  per  cent  Mi^er  than  in  1917,  as 
they  now  are.  In  1917  the  operating 
ra'tio  was  70.48  per  cent:  in  1920  it 
was  94.32  per  cent;  in  1922  it  had  been 
reduced  to  79.32  per  cent. 

Review  of  1922  Operations 

In  reviewing  the  operation  af  the 
railroads  in  1922  it  is  stated  by  the  au- 
tiioiity  of  the  Interstate  Commerce 
Commission,  in  e  report  dated  Fetoo* 
ary  23,  1923: 

1.  That  the  railway  operating  income 
realized  by  the  railroads  in  1921  was 
dae  to  "a  drastic  eat  in  expenses/'  con- 
tinued in  1922. 

2.  Tb^tf  in  view  of  the  fact  that  the 


fixed  charges  of  these  roads,  including 
interest,  rents,  and  similar  deductions, 
are  around  669  millions  of  dollars, 
will  be  seen  that,  regardless  of  any  dis- 
putes about  valuations,  the  roads  did 
not  earn  enough  in  1922,  even  if  ac- 
count be  taken  of  the  non-operating  in- 
come which,  before  Federal  c<mtr6l, 
averaged  about  200  million  dollars  for 
the  class  I  operating  steam  roads." 

S.  That  a  return  of  5%  per  cent  on 
a  tentatively  assumed  valuation  of  19.4 
billions  for  the  mileage  used  by  Class  I 
roads  would  be  1,116  millions  of  dollars 
annually,  while  the  net  railway  operat- 
ing income  for  1922  was  777  millions  ^ 
dollars. 

4.  That,  "from  the  standpoint  of 
the  public,  which  is  interested  in  the  ad- 
equacy of  the  service,  and  in  the  fair- 
ness of  the  charges,  two  facts  stand  out 

Erooodnratly;  one,  an  enormous  traffic 
as  recently  been  handled  in  spite  of 
the  strike  handicaps;  two,  the  average 
revenue  per  ton-mile  is  pretty  well  in 
line  with  the  general  leve  lof  wliolesale 
prices  and  tiliere  no  reason  to  believe 
that  the  general  level  of  rates  is  retard- 
ing the  business  revival." 


Question  of  Railroad  Rates 

Analyzed  by  Howard  EUliott 


By  HOWARD  ELLIOTT 

Chairman,  Northern  Pacific  Railway 


IN  THE  discussion  about  the  rail- 
roads and  the  rates  charged  by 
them,  there  is  danger  that  the  pub- 
lic may  be  confused  and  its  judgment 
distorted.  There  is  a  tendency  to  be- 
lieve that  the  rates  of  the  railroads  are 
a  primary  and  potential  cause  of  suc- 
cess or  failure  in  industry  and  agri- 
culture, end  that  by  redudi^  rates, 
adverse  econmnic  conditions,  errors  in 
judgment  and  failures  in  management 
on  the  farm,  in  "the  factory  and  the 
mine  could  be  corrected  and  aYoide4* 

Bates  are  important,  but  tiidr  effect 
upon  the  success  of  any  business  enter- 
prise has  been  magnified  and  there  is 
danger  that  the  '.;heory  of  reducmg  nates 
in  an  effort  to  improve  business  and 
agricultural  conditions  wiH  do  more 
harm  in  other  directions  than  the  pos- 
sible good  to  be  obtained  by  such  re- 
ductions. 

The  Cases  of  Two  Great  Merchants 

E.  C.  Simmons  made  St.  Louis  the 
greatest  hardware  market  and  Marshall 
Field  made  Chicago  the  greatest  dry 
goods  market  in  tJ^e  West.  They  sold 
their  respective  goods  a^l  over  the 
United  States  although  St.  Louis  had 
much  better  rates  thaji  Chicago  in  some 
directions  and  Chicago  had  better  rates 
than  St  Louis  in  other  directions. 


Brains,  management,  "push,"  and  re- 
sourcefulness bad  much  more  to  do 
with  the  success  of  these  two  great 
enterprises  than  the  freight  rates.  If 
Marshall  Field  had  begun  in  St.  Louis 
and  E.  C.  Simmons  had  begun  in  Chi- 
cago, e^ach  would  have  succeeded  in  Us 
respective  line  in  just  the  same  way 
as  he  did  regardless  of  rates.  Other 
illustrations  could  be  given  where  ef- 
ficient management,  brains  and  energy 
brought  success,  «and  where  the  freight 
rate  was  otf  secondary  consideration. 

Service  and  adequate  supply  of  a  good 
quality  of  transportation  at  remunera- 
tive rates,  even  if  higher  than  pre-war 
rates,  are  more  imx>ortant  to  businefi» 
and  agriculture  than  starvation  nates 
with  poor  service  and  insufficient  trans- 
portation. 

A  Railroad  Rate  Explained 

What  is  a  railroad  rate?  There  is 
nothing  mysterious  about  it  any  more 
than  there  is  about  the  rate  for  a  room 
in  a  hotel  or  the  price  of  a  ticket  to 
the  movies.  A  rate  is  the  price  i^arged 
by  the  greatest  manufacturing  plant  in 
the  world — ^the  railroad  system  of  the 
United  States — for  what  it  produces  and 
sells;  namely,  transportation  in  enor- 
mous volume  and  in  almost  countless 
forms;  the  transportation  of  a  paekn^e 
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of  pearls  by  express  for  1,000  miles;  of 
a  carload  of  broken  oyster  shells  lor 
10  miles  for  a  highway;  of  a  conmauter 
20  miles  a  day  in  and  out  of  a  big  city ; 
of  a  trip  of  a  lover  of  his  country  6,000 
miles  from  the  Atlantic  to  the  Pacific 
and  back;  of  a  letter  from  Portland, 
BCaine,  to  Los  Angeles;  Galifomia;  of  a 
package  of  butter  by  parcel  post  from 
Prnceton,  N.  J.  to  Philadelphia;  of  a 
car  of  pig  iron  from  Birmingham  to 
Chicago;  or  of  a  car  of  cattle  from 
Montana  to  Kansas  Oity. 

Railroads  Must  Be  Ever  Ready 

With  Service 

The  railroads  must  be  ready  at  all 
times  with  a  most  varied  assortment  of 
transportation  for  their  customers.  This 
trsnsportation  cannot  be  produced  to- 
day, stored,  and  sold  tomorrow;  if  not 
used  when  produced,  it  is  wasted.  The 
railroads  must  be  ready  to  meet  the 
maximum  demand  and  must  be  compen- 
sated for  the  ^'readiness  to  serve'^  by 
the  prices  or  rates  they  charge  for  the 
thousands  of  kinds  of  transportation 
that  the  public  uses  every  day,  and  must 
have,  if  our  country  is  to  progress. 

Not  every  one  ibuya  transportation 
directly;  a  great  many  people  do  not 
travel  either  for  pleasure  or  business; 
never  send  a  package  by  freight,  ex- 
press or  >parcel  post.  All»  however,  are 
directly  or  indirectly  inrterested  in  the 
rates  or  prices  at  which  transportation 
is  soild. 

Everyone  also  eats  food,  wears 
clothes  of  isome  kiinl,  and  nearly  every 
one  wears  shoes,  and  all  must  have 
food  aiad  clothing,  and  yet  the  country 
does  not  'Spend  a  large  amount  of  its 
eoomomic  and  political  energy  debating 
methods  of  regulating  the  rates  and 
prices  on  food  and  dothiogy  making  the 
production  of  these  two  essentials  more 
difficult  and  expensive  to  the  buyer  by 
restrictive  laws,  regulations,  and  inter- 
ference with  management,  as  is  done  in 
the  iprodoetion  of  tramsportation* 

Btliions  of  Railroad  Traasaetioas 

Look  at  the  nunriber  of  transactionis 
that  the  manufactarer  of  transporta- 
tion has  in  a  year,  and  what  an  enor- 
mous supply  of  varied  f-onns  this  great 
manufaoturimg  plant  of  the  steam  rail- 
roads must  be  rea^  to  furnish  to  the 
buyers.  The  heat  availaide  figuna  8ho>w 
the  following  for  one  jeaor: 

FMaensers    I,060>000,<t00 

RipreM  ahtpmeirts  {eatimated).  199.0O0.000 
WMUttt  thismcDtM  (eeHflMted).  400,000,000 


Total   l.S6O,0e0.OO0 

Mall      and      parcel  post 

(from  P.  O.  I>epartimen<t)...  18»O(K)»0H)O.000 


Total    19,650,000,000 

Here  are  nearly  twenty  billion  trans- 
actions with  individuals  all  involving 
trani^rtation,  a  number  that  cannot 
be  visualized,  and  those  transactions 
increase  with  every  decade,  for  the 
reason  that  American  civilization  de- 
mands a  larger  amount  of  transporta- 
tion pet  capita  than  any  other  nation. 


This  almost  inconceivable  amount  and 
variety  of  transportation  is  manufac- 
tured and  sold  all  over  the  country 
under  varying  conditions  —  physical* 
climatic,  social,  with  all  the  elements 
affecting  cost  and  prices  that  enter 
into  the  manufacture  of  clothing,  shoeSf 
wheat,  hotel  accommodations,  moving 
picture  shows^  etc.  Wages,  fuel,  taxes 
interest,  loss,  accidents,  etc.,  and  always 
in  addition  the  risk  of  having  a  large 
amount  of  transportation  capacity  that 
cannot  be  stored  up  and  marketed  and» 
tbereforet  is  not  used.  Then  there 
must  be  some  profit  in  this  manufac- 
turing business  or  it  will  not  grow 
to  meet  the  demands  of  the  buyers  and 
they  will  suffer  by  not  having  a  supply 
of  transportation  when  they  most  need 
it.  These  different  elements  enter  into 
the  making  of  prices  at  which  trans- 
portation can  be  sold — or  the  rates,  as 
they  are  called — ^just  as  they  enter  into 
the  making  of  prices  on  wheat,  c<>rnt 
clothing  and  shoes.  There  is  no  differ- 
ence. The  prices  or  rates  are  arrived 
at  by  the  friction  of  commercial  cur- 
rents and  the  forces  of  life  all  over 
this  country  and  to  a  eertaia  extent 
throughout  the  world. 

While  there  is  nothing  mysterious 
about  rates,  tiiere  are  memy  complica* 
tions.  Lately  there  have  been  discuss^ 
ions  about  a  scientific  basis  for  rates. 
Exactly  what  is  meant  by  this  is  not 
very  clear,  but  some  say  the  term 
means  that  there  shall  be  terminal 
movement  between  the  shipping  and  re- 
ceiving points.  Also  that  rates  shall 
c'harges  for  receiving  and  delivering  the 
freight  and  a  haulage  charge  for  the 
be  higher  on  high-priced  articles  l^an 
those  on  beavy,  coarse  and  cheaper  ar- 
ticles, sometimes  described  as  "basic 
commodities"  with  the  idea  that  prices 
or  rates  for  these  latter  can  be  reduced 
materially  and  the  difference  made  up 
from  the  higlier-priced  articles. 

People  Recognize  Basic  Rate  Principles 

In  a  large  way,  these  two  basic  prin- 
ciples have  been  recogjiized  in  the  tar- 
iffs and  classifications  that  hare  de* 
veloped  iBraee  1887  wfeen  Uie  Interstate 
Commerce  Law  was  passed,  but  with 
countless  modifications  to  meet  varying 
conditions  in  this  great  country.  These 
rates  and  classifications  have  become 
part  of  our  national  life  and  imve  re- 
ceived the  approval  of  the  people 
through  the  agencies  established  by 
them;  aamely,  the  Interstate  Commerce 
Commission  and  the  various  State  Com- 
missions. 

The  United  States  could  never  have 
developed  on  a  rigid  mileage  system  of 
rates  and  to  a.pply  any  such  basis  now 
to  industry,  mines,  manufactures,  job- 
bing, agriculture  and  the  great  devel- 
opment west  of  the  Mississippi  River 
with  its  countless  human  activities,  so- 
cial and  educational,  all  created  in  the 
last  50  years,  would  disrupt  commercial* 
agricultural  and  social  relations  to  audi 
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an  extent  tbat  a  chaotic  condition  wodd 
recndt  and  the  development  of  the  coun- 
try would  be  disturbed  and  checked. 

To  make  material  reductions  on  basic 
commodities  and  obtain  the  revenue  lost 
by  snob  redaetion  tbroni^li  increasing 
the  rates  on  other  articles  is  an  im- 
possible task  as  the  following  figores 
show: 

In  1922.  the  Interstate  Commerce 
Commission  reports  that  234,882  miles 
of  daae  1  roads  carried  1,859,484,476 

tons  of  revenue  freight.  Of  this  tonnage 
7  per  cent  is  an  extreme  estimate  or 
those  high  priced  and  bulky  articles 
on  which  it  may  be  possible  to  make 
some  increases  at  this  time,  indnding 
all  less  than  carload  filhipments,  even 
if  thousands  of  communities  and  indi- 
viduals can  be  made  to  see  that  such 
adjustment  is  fair  and  the  increases 
receive  the  approval  of  the  Commerce 
Commission.  On  many  railroads  the 
percentage  would  be  less  than  7  per 
icent.  Industry  that  has  heretofore 
been  developed  on  the  present  basis  of 
catefi^  established  through  commercial 
friction  and  approved  by  state  and  Fed- 
eral authorities,  will  naturally  be  slow 
to  assent  to  increases  as  suggested. 
The  other  93  per  cent  of  the  toimage 
is  largely,  t&  not  entirely,  made  op  of 

Products  of   a^colture  and 

animals   •   268,000,000 

Producta  of  mines   922.000,000 

Products  of  forests   17S,0^0»000 

Htavy   nuMiufactured  articles 

and  other  so-called  "baedc 

commodities"  on  aill  of  wnich 

it  baa  been  sugsested  tbat 

rates  n^gtA  be  redwed. ...  S08,SS1.000 

Total    1,729,321,088 

as  against  130,163,388  tons  of  commod- 
ities on  which  it  is  possible  rates  can 

be  increased. 

•The  Country  Should  Faoe  Faets 

In  discussing  the  rate  revisions,  the 
country  should  face  the  facts  and  real- 
ize that  it  is  not  possible  to  increase 
the  rates  on  7  per  cent  of  the  tonnage, 
enough  to  make  up  for  redactions  in 
rerenne  on  basic  and  heavy  articles 
comprising  93  per  cent  of  the  tonnage. 
It  cannot  be  done,  and  such  a  plan 
woidd  make  it  very  difficult  for  those 
roads  that  have  been  built  quite  largely 
for  the  development  of  agriculture,  lum- 
ber and  mining  to  sustain  themselves 
and  furnish  the  transportation  needed, 
because  they  could  not  increase  their 
revenue  from  other  articles  sufficient 
to  make  up  for  the  losses  in  handling 
the  heavy  tonnage  articles. 

A  road  obtaining  its  chief  revenue 
fronx  handling  an^cultural  products, 
lumber,  coal  and  ore,  could  not  make 
up  the  loss  caused  by  a  reduction  of, 
say,  5  per  cent  in  the  rates  on  those 
articles  by  increases  of  any  practicable 
per  cent  on  the  higher  priced  commod- 
ities, because  there  are  not  enough  of 
them  carried  by  that  road.  The  in- 
crease in  rates  on  such  articles  would 
benefit  chiefly  those  roads  that  did  not 


suffer  from  the  ireduction  in  rates  on 
agricultural  products,  lumber,  coal  and 

ore. 

This  statement  does  not  mean  tbat 
railroad  officers  are  not  making  ud 

should  not  continue  to  make  every  ef- 
fort practicable,  to  fix  and  adjust  rates 
so  as  to  increase  them  on  Ihigher 
priced  and  bulky  commodities,  meeting 
existing  commercial  conditions  and  wiUi 
due  regard  to  sustaining  the  various 
properties,  so  that  the  transportation 
needed  will  be  produced.  This  process 
is  going  on  all  the  time  by  negotiation 
between  nilroad  officers  and  shippers 
and  communities- 
Interstate  Commerce  Commissioner 
Lewis  on  Oct.  26,  1921,  wrote  to  Con- 
gressman fSanders  to(  Indiana  giving  a 
list  of  the  rate  changes  (mostly  reduc- 
tions) made  .since  the  general  rate  ad- 
vance of  Aug.  26,  1920,  usually  referred 
to  as  Ex  Parte  74.  This  list  covered  36 
pages  of  closely  printed  matter  and  tiie 
Oommissioner  says — 

"It  would  be  safe  to  say  that  dur- 
ing the  year  that  has  passed  since  the 
general  increase  following  Ex  Parte  74 
at  least  a  milMon  changes  ot  individual 
rates  have  been  filed  vitb  the  Commis- 


sion. 

The  same  kind  of  revision  has  been 
going  on  ever  since  and  is  in  process 
today. 

In  considering  the  general  level  of 
rates,  it  is  well  to  remember  what  was 
said  by  the  Bureau  of  Statistics  of  the 
Interstate  Commerce  Oommis^n  about 
the  raUroad  situation  in  1922. 

"On  the  whole,  the  present  railroad 
situation,  from  the  standpoint  of  rail- 
road finance,  clearly  does  not,  on  the 
one  hand,  warrant  pessuniam,  nor  on 
the  other  hand,  at  present,  any  radical 
reductions  in  total  charges  to  the  pub- 
lic. From  the  standpoont  of  tJie  pub- 
lic, which  is  interested  in  adequacy  of 
service  and  in  the  fiaimess  of  the 
chaTges,  two  fiM!ta  «tand  tmt  promi* 
nently : 

"1.  An  enormous  traffic  has  been  han- 
dled in  spite  of  strike  handicaps. 

"2.  The  average  revenue  per  ton 
per  mile  is  pretty  well  in  line  with  the 
general  level  of  the  wholesale  prices 
and  there  is  no  'reason  to  believe  that 
the  general  level  of  rates  is  retarding 
the  'buisiness  revival." 

The  business  revival  has  come,  and 
in  many  parts  of  the  country  agricul- 
tural conditions  are  improving.  Since 
thds  statement  was  made  by  the  Com- 
merce Commission  the  gener^  Jevd  of 
prices  as  a  wbotle  has  imiproved,^  and  if 
there  were  no  reason  for  reducing  the 
general  level  of  railroad  prices  or  rates 
in  1922  there  is  sti\l  less  reason  today 
with  the  railroads  facing  increa<8ed 
costs  in  every  direeti<m  orer  those  in 
effect  a  year  ago. 

The  Government  itself  could  set  a 
good  example,  and  perhaps  add  $60,000,- 
000  a  year  to  the  revenue  of  &e  rail* 
ro4Kls  by  imnreasing  eO^htl^  Mies  ivhere 
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they  could  e a sily  be  b o rn e  in  the 
charges  for  the  various  classes  of  mail 
matter  which,  as  a  whole,  are  now  car- 
ried at  a  loes  to  both  the  railroad  and 
the  Government.  The  yaihie  of  this 
service  to  the  user  of  it  is  much  greater 
than  what  is  paid,  which  is  much  less 
than  the  user  can  well  afEord  to  pay. 

Express  and  Mail  Carried  At  a  Loss 

Express  rates  apply  to  small  unit 
shipments,  and  these  rates  are  of  a  kind 
that  could  and  should  be  increased. 
That  matter  is  now  in  the  hands  of 
the  Interstate  Commerce  Commission. 
Today,  the  loss  in  handling  mail  and 
express  has  to  be  borne  chiefly  by  the 
freight  business. 

In  a  general  way,  rates,  like  other 
prices,  ore  fixed  somewiiere  between  the 
cost  of  the  service  as  a  minimum'  and  the 
value  o-f  the  service  as  a  imaximum.  No 
maxmfacturer  can  afford  to  charge  less 
for  his  product  than  the  cost  of  pro- 
ducing it,  for  such  a  policy  would  even- 
tually result  in  bankruptcy.  The  mini- 
mum point  musty  therefore,  be  the  cost, 
so  far  as  can  be  ascertained,  which, 
in  the  cost  of  transportation,  must  in- 
clude the  cost  of  handling  the  business, 
moving  the  trains,  a  fair  allowance  for 
the  maintemnce  of  property  and  equip- 
ment, general  administrative  cost,  and 
a  margin  for  the  payment  of  interest 
and  other  capital  charges  with,  at  the 
same  time,  some  profit  to  sustcun  credit 
and  attract  new  capital. 

Interstate    Commerce  Commission's 
Power  As  To  Rates 

It  is  well  to  recall  what  the  Trans- 
portation Act  says  on  this  subject: 

**In  the  exercise  of  its  power  to  pre- 
scribe just  and  reasonable  -  rates,  the 
Cocnmission  shall  initiate,  modify,  es- 
tablish or  adjust  such  rates  so  that 
carriers  as  a  whole  (or  as  a'  whole  in 
eadi  of  such  rate  groups  or  territories 
as  the  Commission  may  from  t^e  to 
time  designate)  will,  under  honest,  ef- 
ficient and  economical  management  and 
reasonable  expenditures  for  mainten- 
ance of  way,  structures  and  equipment, 
earn  an  aggrei^te  aniMial  net  railway 
operating  income  equal,  es  nearly  as 
my  be,  to  a  fair  return  upon  the  ag- 
gregate value  of  the  railway  property 
of  such  carriers  held  for  and  used  in 
the  service  of  transportation;  provided, 
that  the  Commission  shall  have  reas<m- 
able  Latitude  to  modify  or  adjust  any 
particular  rate  which  it  may  find  to  be 
unjust  or  unreasonable,  and  to  pre- 
scribe different  rates  for  different  sec- 
tions of  the  country." 

The  return  on  the  railway  property 
of  the  country  for  1922  based  on  the 
Commission's  tentative  valuation  was 
only  4.14  per  cent  and  based  on  the 
amount  shown  on  the  eftnfm^  books, 
only  3.68  per  cent. 

The  maximum  price  on  any  article 
to  be  sold  is  the  value  to  the  buyer. 
Se^etAf^  of  Oommerce  Efoorer  testified 


before  the  Interstate  Commerce  Com- 
mission in  January,  1922,  that  *what 
the  traffic  will  bear'  had  some  economic 
background."  He  is  right  This  much 
criticized  phrase,  **what  the  traffic  will 
bear,"  describes  a  policy  that  with- 
in limits  is  based  upon  sound  economic 
principles  for  making  of  all  prices 
and  naites.  Sales  of  manufactured 
articles  can  only  be  m  ade  under 
prices  that  are  no  higher  than 
the  value  of  the  article  to  the  buyer, 
and  no  one  ever  attempts  to  get  all 
that  the  traffic  win  bear,  but  strives 
constantly  to  adjust  prices  so  as  to 
develop  territory,  enlarge  business  and 
do  the  maximum  amount.  The  manu- 
facturer of  transportation  is  particu- 
larly keen  about  this  and  is  trying  all 
the  traie  to  have  rates  or  prices  as  low 
as  is  consistent  with  maintaining, 
operating  and  expanding  the  plant.  Be- 
tween the  maximum  of  what  the  traffic 
will  bear  and  the  minimum  of  the  bare 
cost  of  production  there  is  a  very  wide 
margin  where  judgment  must  be  exer- 
cised as  to  what  constitutes  a  fair  and 
equitable  rate  and  the  transportation 
act  has  endeavored  in  tiie  paragraph 
just  quoted  to  lay  down  a  goieral 
principle- 
Interstate  Commerce  Caaunisston  the 

Umpire 

The  people,  in  the  Interstate  Com- 
merce law  of  1887  ana  its  amendments 
and  the  Trawiportiaitmn  act  of  1920,  USA 
down  a  basis  for  settling  most  of  the 
difiFerentces  between  sellers  and  buyers 
of  transportation  and  seledted  the  In- 
terstate Commerce  Commission  as  Um- 
pire. Having  selected  the  Umpire,  it 
is  not  for  the  best  interest  of  the  coun- 
try to  show  a  lack  of  confidence  in  the 
Umpire.  Either  trust  the  Umpire  or  get 
a  new  one. 

The  Commission  is  devotmg  its  time 
and  accumulating  knowledge  in  order  to 
safeguard  the  true  interests  of  the  pub- 
lic, and  this  should  mean  that  rates 
shall  be  isufficient  to  enable  that  public 
to  have  the  necessary  quantity  and 
quality  of  transportation. 

And  yet  today  there  is  more  or  less 
effort  under  way  to  adjust  this  com- 
plicated system  of  rates  or  prices  by 
direct  action  of  Congress,  which,  witi^ 
the  very  best  intentions  to  help,  has  not 
the  accumulated  knowledge  and  experi- 
ence possessed  by  the  Commerce  Com- 
mission to  pass  upon  the  justice  of 
rates  as  between  commodities,  com- 
munities, and  between  railroads — (fae 
sellers — and  their  customers— the  buy- 
ers of  transportation. 

Too  Rigid  Rate  System 

One  danger  in  the  rate  system  today 
is  that  there  is  too  much  rigidity ; 
rates  cannot  be  dialled  with  reason^ 
able  promptn-ess  to  meet  changing  con- 
ditions. Again,  if  a  rate  is  made  be- 
cause of  some  condition  in  Florida, 
it  is  urged  that  necessarilr  the  same 
kind  of  rate  be  made  im  WaddBStooi 
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where  conditions  may  be  entirely  differ- 
ent   This  is  not  sound  policy. 

A  sound  policy  for  the  railroads  of 
the  country  demands  the  accumulation 
of  reserres  in  periods  of  good  busi- 
ness, which  may  serve  to  help  out 
in  times  of  poor  business.  Such  a 
sound  policy  can  be  achieved  only  if 
the  revenues  and  expen&es  of  the  rail- 
roads are  so  adjusted  that  during  a 
series  of  years,  including  both  periods 
of  prosperity  and  periods  of  depres- 
sion, there  is  realized  a  fair  return  on 
the  average  value  of  railroad  property 
used  in  the  public  service.  There  is 
no  other  way  in  which  the  railroads 
can  be  in  a  position,  to  share  in  periods 
of  adversity  without  deferring  main- 
tenance, repairs  and  betterments.  It  is 
essential,  therefore,  that  some  way 
should  be  found  in  the  process  of  ad- 
ministering the  existing  system  of 
regulation  to  permit  the  railroads  to 
share  in  the  advantages  of  business 

Srosperity,  in  order  that  they  may  be 
I  a  position  to  share  without  collapse 
in  periods  of  business  adversity-  It  is 
to  be  hoped  that  some  day  this  essential 
truth  will  be  recognized  and  put  into 
practical  effect  by  those  who  are 
charged  with  the  responsibihty  of  creat- 
ing and  administering  governmental 
systems  of  regulation. 

Considering  the  country  and  the  need 
of  Jrteady  growth  of  its  transportation 
supply,  regulation  has  encroached  en- 
tirely too  far  on  the  field  of  manage- 
ment and  by  dividing  reeponsibihty  and 
checking  initiative,  this  pohcy  has  in- 
creased costs  and  with  resultant  rates 
hiriier  than  would  have  been  the  case 
if  more  freedom  of  action  had  been 

permitted.  - 

Better  and  more  prompt  tmvltB  for 
tike  pubUc  couM  be  obtamed  if  rail- 
road managements  familiar  with  local 
conditions— studying  all  phases  of  the 
business,  anxioue  to  go  as  far  as  pos- 
sible to  meet  the  needs  of  cus- 
tomers—were  allowed  to  make  rates  or 
prices  subject  to  investigation  and  re- 
view by  the  commission;  these  rates  or 
price«  to  be  suspended  only  after  a 
review  that  would  disclose  these  rates 
to  be  contrary  to  public  policy;  repam- 
tion  coidd  then  be  ordered  by  the  com- 
mission. 

Under -the  Government  regulation  of 
today,  changes  in  rates  become  a 
burden  of  proof  upon  the  carriers, 
and  these  rates  are  suspended  un- 
til extensive  hearings  have  been 
held  and  a  decision  is  reached  ^  by 
the  Interstate  Commerce  Commission. 
This  situation  has  been  disastrous.  For 
instance,  it  was  obvious  to  everyone 
acquainted  with  the  condittion  of  trans- 
portation, that  rates  must  be  increased 
to  the  carriers  in  1920  when  they  were 
restored  to  private  control,  l^ie  Gov- 
ernment had  permitted  the  roads  itio  be- 
come economically  unbalanced.  Operat- 
ing expenses  had  increased  to  such  an 
extent  that  revenues  were  more  than 


absorbed  at  the  very  time  that  the  roads 
came  back  to  pri'vate  controL  Under 
these  circumstances,  rate  increases  were 
not  possible  until  the  Interstate  Com- 
merce Commission  had  held  extensive 
hearings.  As  a  matter  of  fact,  rate  in- 
creases were  not  granted  until  August 
26,  1920,  wben  commodity  prices  had 
alreadv  broken  in  the  market  and  ii^^ 
dustry  was  becoming  rapidly  less  and 
less  able  to  meet  the  extra  charge.  It 
is  a  situation  that  illustrates  a  real, 
vital  issue  in  the  transportation  busi- 
ness today;  that  issue  is  how  to  make 
rates  reasonably  flexible  and  quickly 
sensitive  to  industrial  aad  market 
changes. 

DftMar  to  Public  Through  UajMt 
Rates  Eliminated 

The  Transportation  Act  gives  to  the 
commission  very  large  powers  to  pre- 
vent unjust  discrimination  and  extor- 
tion, or  '  profiteering;"  it  contains  also 
a  lii^i»tion  of  aggregate  earnings  so 
that  any  danger  to  the  public  of  unjust 
rates  is  eliminated. 

In  view  of  these  racts  r^arding  the 
freight  rate  system  of  the  country,  it 
seems  fair  to  conclude  that: 

1.  Adequate  tr'ansportation  to  meet 
the  growing  needs  of  commerce  and  in- 
dustry, and  good  credit  for  the  rail- 
roads so  they  can  obtain  new  oapitid 
rather  than  lower  rates,  is  the  oosdi- 
tion  that  should  be  sought. 

2.  A  railrovid  rate  is  simply  a  price 
for  service  and  not  a  thing  of  mystery; 
but  the  tute  system  is  made  up  as  a 
result  of  so  msuMy  different  factors  that 
it  is  a  most  delicate  imd  complicated 
mechanism. 

(3)  Service,  which  is  the  commodity 
sold  by  railroads,  is  a  most  perishable 
commodity,  and  unused  equipment  and 

trackage  represents  waste. 

(4)  It  is  impracticable  to  attempt  to 
transfer  much  of  th^  rate  burden  from 
bade  commodities,  which  make  up  so 
large  a  proportion  of  the  total  tonnage, 
to  those  higher  priced  articles,  which 
comprise  a  relatively  small  percentage 
of  tonnage  and  produce  a  small  per- 
centage of  rerraue. 

(6)  Freight  rates  today  are  not 
hampering  business,  and  adjustments  are 
constantly  being  made  to  secure  the 
most  equitable  rates  possible;  but  the 
rigidity  resulting  from  too  stringent  reg- 
ulation and  deferred  changes  prevents 
rates  from  being  sensitive  and  quicSly 
responsive  to  changing  economic  condi- 
tions, 

(6)  Between  the  maximum  of  '*What 
the  traffic  will  l}ear"  and  the  minimum 

of  the  bare  cost  to  the  carriers  lies  a 
fairly  wide  field  for  the  judgment  and 
initiative  of  skilled  railroad  managers, 
subject  to  review  by  the  umpire---4he 
Interstate  Commerce  Commission. 

In  the  preface  to  his  friendly  volume, 
"The  United  States  in  the  Twentieth 
Century,"  Pierre  Leroy-Beaulieu,  one 
of  the  keenest  foreign  observers  of  cqu* 
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ditions  in  the  United  States  and  a  noted 
economist,  uses  this  striking  language: 
'TSie  essential  condition  to  the  de- 
velopment of  energy  is  liberty.  Every 
restriction  on  liberty,  with  however 
good  purpose,  diminishes  the  individual 
responsibility  and  initiative.  Yet  we 
often  bear  mooted  in  America,  as  else- 
where, measuree  which  under  the  pre- 
text of  correcting  abuses,  would  im- 
measurably extend  the  state's  field  of 
action,  and  reduce  the  liberty  of  citi- 
zens. It  is  my  earnest  hope  that  the 
American  democracy  vdll  reject  such 


enervating  proposals,  and  will  remain 
true  to  the  virile  and  liberal  traditions 
that  have  ensured  the  United  States 
so  wonderful  a  growth." 

The  country  and  its  railroads  were 
built  up  by  the  eplendid  energy  and  in- 
itiative of  the  American  man.  He  was 
£dlowed  more  liberty  in  doing  this  work 
than  he  is  today.  There  is  grave  dan- 
ger that  in  an  effort  to  correct  abuses 
and  errors  incident  to  all  human  af- 
fairs harm  is  being  done  to  develop- 
ment by  reducing  liberty  of  action.  Le- 
roy-Beaulien  is  right. 


Railroads  Carrying  Burden 

Of  Regulatory  Legislation 


By  RALPH  BUDD 

Presidents  Oreai  Northern  Railway 


Let  us  consider  some  misconceptions 
that  are  commonly  believed  about  the 
railroads.  The  one  mo&t  often  en- 
countered, m  spite  of  frequent  denials, 
is  the  statement  tiiat  the  Oovemment 
guarantees  the  earnings.  The  provision 
in  the  Transportation  act  which  gives 
rise  to  this  erroneous  belief  is  that 
which  makes  it  the  affirmative  duty  of 
the  Interstate  Commerce  Commission 
to  establish  rates  high  enough  that  the 
railroads  may  be  able,  as  a  whole  or  im 
territorial  groups,  to  earn  a  fair  return 
upon  the  aggregate  value  of  the  prop- 
erty devoted  to  tranqportatioa  murposes 
in  that  territory.  There  is  aotning  new 
in  this:  It  simply  states  the  law  of 
the  land.  There  is  no  obligation  placed 
upon  the  Government  by  the  Trans- 
portation Aet  to  make  up  a^y  defidency 
of  the  roads  as  a  whole,  or  individually, 
in  case  the  so-called  "fair  return"  is 
not  earned.  As  a  matter  of  fact, 
most  of  the  railroads  have  failed  to 
earn  the  return  that  Congress  and  the 
Interstate  Commerce  Commission  fixed 
as  a  fair  one,  and  the  roads  as  a 
whole  have  fallen  short  by  about  one 
billion  dollars  of  what  Congress  in- 
traded  they  should  earn  since  Sept.  1, 
1920,  when  that  part  of  the  Transiporta- 
tion  Act  became  effective.  No  claim 
has  been  made  by  any  railroad  for 
reimbursement  of  this  deficiency  in 
spite  of  the  fact  that  the  Constitution 
of  the  United  States  itself  might  be 
invoked  to  prevent  the  establishing  of 
rates  on  a  basis  lower  than  that  neces- 
sary to  provide  a  fair  return  upuu 
tne  value  of  the  property  devoted  to 
transportation  use. 

It  is  not  quite  clear  what  the  cntics 
of  the  railroads  think  they  should  be 
allowed  to  earn.  In  fact,  n  the  trans- 
portation charges  in  the  aggregate  are 
not  sufficient  to  pay  a  fair  return  upon 
the  property  devoted  to  transporta>tion 
purposes,  it  is  very  evident  that  money 
will  no  longer  be  invested  in  the  trans- 


portation business,  and  the  inevitable 
result  will  be  that  the  Governmeat  will 
be  obliged  to  take  over  tiie  roads.  That 
may  be  what  some  critics  have  in  mind, 
and  it  may  be  the  reason  why  they  do 
not  favor  the  provision  of  the  present 
law  which  directs  that  rates  s-hall  be 
so  fixed  as  to  enable  the  roads  to  earn 
a  return  upon  the  value  of  the  i^ropexty 
usedi  for  trans-porta-tion  purposes  as  a 
whole.  But  it  must  be  that  a  great 
many  others  have  not  thought  the  ques- 
tion out  very  carefully  because  it  is 
exceedingly  unlikely  thart;  any  large  part 
of  the  public  would  seriously  propose 
to  deprive  the  transportation  industry 
of  earnings  sufEicient  to  pay  a  fair 
return  upon  the  vidue  of  the  property. 

From  an  entirely  selfish  standpoixtft, 
the  public  cannot  afford  to  have  a  rate 
basis  so  low  that  it  will  keep  capital 
from  seeking  investment  in  the  trans- 
portation business.  The  reason  for  tins 
is  that  the  cheapest  possible  transpor- 
tation the  country  can  have  is  the 
best  it  can  have,  and.  conversely,  the 
most  expensive  transportation  is  that 
whidi  is  poor  and  inadequate.  The 
co^t  to  industry  through  lack  of  good 
service  and  through  inadequate  trans- 
portation when  needed  is  very  much 
greater  than  the  cost  of  transportation 
charges  which  will  enable  the  railroads 
to  prepare  themselves  to  supply  an 
adequate  amount  of  good  service  at 
all  times.  Furthermore,  the  company 
that  is  financially  able  to  pro- 
vide itself  with  good  fadlities  and 
an  amiple  supply  of  cars  and  loco-mo- 
tives, and  to  maintain  its  property  in 
good  condition  is  actually  able  to  give 
service  at  lower  cost  than  the  company 
which,  on  account  of  its  ^property,  is 
unable  to  improve  its  facilities  so  as 
to  take  advantage  of  operating  econo- 
mies that  are  possible  through  wise 
capital  expenditure. 

Another  common  misconception  is  that 
the  rit&mids  are  allowed  to  earn  m 
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watered  stock.  This  cry  led  to  the  en- 
actment (in  1913)  of  a  law  directing 
the  Interstate  Commerce  Commifision 
to  ascertain  the  value  of  all  railroad 
property  in  the  United  States.  At  that 
time  it  was  claimed  by  the  proponents 
of  the  law  that  such  a  valuation  made 
by  the  Interstate  Commerce  Gommis- 
flion  would  disclose  excessive  overcap- 
italisation. The  Taluation  work  is  near- 
ing  completion,  and  based  upon  it  the 
liiterstate  Commerce  Commission  has 
established  a  valuation  for  all  of  the 
ittilroads  in  excess  of  the  par  value  of 
all  railroad  stocks  and  honds»  but  less 
than  the  property  investment  of  the 
railroads. 

The  tentative  valuation  upon  the 
property  of  the  Great  Northern  Rail- 
way Co.  found  by  the  Interstate  Com- 
merce Commission,  ehows  the  value  of 
property  owned  for  transportation  pur- 
poses to  be  $386,175,302  as  of  June  30, 
1&15.  This  corresponds  with  the  Rail- 
way Company's  published  investment 
at  the  same  date  of  $382,045,268.  In 
addition,  the  oommiesion  allowed  $5.- 
565,000  for  working  capital  and  for 
the  value  of  materials  and  supplies 
needed  for  operation.  This  amount  is 
not  considered  an  adequate  allowance. 
The  company  finds  it  necessary  cur- 
rently .  to  h-ave  an  average  of  about 
$20,000,000  invested  in  its  material  and 
supplies  and  in  working  cash. 

The  Bogie  of  Watered  Stock 

In  addition  to  the  property  owned  for 
transportation  purposes  the  Interstate 
Commerce  Commission  shows  that  the 
railway  company  owned  and  carried  on 
its  books  $227,076,313  stocks  and  bonds 
of  other  companies  upon  which  the 
commission  has  not  found  a  value.  In 
this  <stock  ownership  is  approximately 
49  per  cent  of  the  stock  of  the  Chicago, 
Lurlington  &  Quincy  Railroad  Co.,  a 
half  interest  in  the  Spokane,  Portland 
&  Seattle  Railway  Co.,  and  604  miles 
of  Jroad  which  the  Great  Northern  owns 
through  subsidiary  companies  in  Can- 
ada. The  Interstate  Commerce  Com- 
mission -states  that  there  is  outstanding 
$607,755,422  of  Great  Northern  stock 
and  bonds,  which  includes  $215,227,000 
of  bonds  issued  against  the  Chicago, 
Burlington  &  Quincy  stock,  one-half  of 
which  was  a  liability  of  the  Northern 
Pacific  Bailway  Go.  Deducting  one*balf 
of  these  joint  bonds  leaves  $600,141,922 
of  stocks  and  bonds  of  the  Great 
Northern  outstanding,  compared  with 
$638,816,615  value  arrived  at  by  taking 
the  Interstate  Commerce  Commission's 
twitative  valuation,  plus  the  value  it 
found  for  non-carrier  property,  plus 
the  book  value  of  stocks  and  bonds  of 
other  companies  owned,  and  comipared 
with  $643,'508,265,  which  represents  the 
railway  coonpany's  book  investments  and 
an  adequate  allowance  for  materials 
and  supplies  and  working  capital.  Since 
June  30,  1915,  the  Great  Northern  has 
iaereMed  its  oatstanibig  vtocics  moA 


bonds  by  $40,836,397,  and  has  added  to 
its  investment  $82,375,879,  making  its 
capitalization  as  of  Dec.  31,  1922,  $540,- 
978,319,  and  it^^  investment  $725,884,144. 
It  should  be  borne  in  mind  that  the 
cost  of  reproducing  the  Great  North- 
ern's property  would  be  very  much  in 
excess  of  its  property  investment 

This  shows  that  according  to  the 
Interstate  Comcrce  Commission's  find- 
ings, the  Great  Northern  has  invested 
$138,674,693  more  than  its  issue,  at 
par  valae,  of  stocks  and  bonda  Since 
June  30,  1915,  which  was  the  valuation 
date,  the  investment  of  the  Great 
Northern  has  been  mcreased  by  $82,- 
375,879,  and  the  total  par  value  of 
its  stocks  and  bonds  outstanding  has 
increased  $40,836,397.  so  that  up  to 
Dec.  31,  1922,  there  has  been  added 
a  still  further  excess  of  property  in- 
vestment over  stocks  au  bonds  of 
$41,539,482,  which  brmgs  the  total  ex- 
cess to  Dec.  21»  1822.  np  to  $180^- 
214,175, 

Market  Prioe  As  a  Valuation  Basis 

Now,  a  theory  has  been  advanced  in 
an  attempt  to  prevent  the  earning  of 
a  fair  return  upon  the  value  of  the 
property,  as  found  by  the  Interstate 
Commerce  Commission.  This  theory 
is  that  the  market  price  of  stocks 
and  bonds  should  be  taken  at  what 
they  are  worth.  There  are  a  great 
many  reasons  why  this  is  not  a  proper 
means  of  determining  the  value  of  the 
railroads.  It  is  necessary  only  to  point 
out  a  few  of  these  reasons. 

One  is  the  assumption  that  the  price 
at  which  an  almost  infinitesimal  per- 
centage of  the  bonds  and  shares  of 
stocks  may  change  hands  on  the  Stock 
Exchange  is  a  fair  index  of  the  price 
at  which  all  the  stocks  and  bonds  could 
be  bought  and  sold.  The  shares  of 
stock  and  the  bonds  bought  and  sold 
on  the  Stock  Exchange  will  be  found 
to  represent  an  exceedingly  small  per- 
centage of  the  total,  because  the  great 
bulk  of  the  stocks  and  bonds  are  held 
by  persons  wlio  are  trying  to  sell 
them  and  who  are  not  tempted  to 
s ell  th em  by  the  prices  which  are 
offered.  The  Great  Northern  has  2,- 
495.000  shares  of  stock. 

Perhaps  on  a  given  day  on  the  Stock 
Exchange  1,000  of  these  shares  may  be 
sold.  Perhaps  in  the  course  of  a  month 
or  a  year  a  great  many  thousands  of 
shares  will  be  sold,  but  in  all  probability 
to  a  very  large  extent  these  are  the 
same  shares  which  are  being  sold  over 
and  over  a^ain  and  the  great  body  of 
the  forty-four  thousand  shareholders  of 
the  Great  Northern  are  not  participat- 
ing at  all  in  those  purchases  and  sales 
because  they  do  not  wish  to  sell  and 
are  not  tempted  to  sell  by  the  prices 
offered.  Tlierefore,  it  would  be  ab- 
solutely unfair  to  measure  the  whole 
value  of  the  property  by  looking  ex- 
clusively at  this  one  feature. 

It  is  probably  not  necessary  to  do 
more  than  point  oat  the  Jaet  t^t  to 
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a  very  large  extent  the  market  price 

of  railroad  securities  depends  upon 
whether  they  are  being  so  regulated  as 
to  enalble  them  to  earn  a  fair  return  on 
their  value.  If  regulation  has  been  such 
that  th6  return  is  unsatisfactory,  the 
market  price  will  be  forced  downward. 
To  establish  a  price  thus  artificially  re- 
duced as  a  basis  for  fixing  a  rate  of  re- 
turn necessarily  produces  a  low  rate, 
and  the  lo<w  rate,  in  turn,  farther  re- 
duces the  market  price  of  the  securities, 
thus  establishing  a  vicious  circle  which 
automatically  reduces  the  market  price 
of  Gxe  stock,  and  on  this  theory  of  rate 
making  value,  to  nothinir*  The  futility 
of  all  this  is  made  very  evident  when  it 
is  considered  that  even  if  rates  were 
reduced  so  as  to  completely  wipe  out 
a&  met  earniuigs  of  the  Great  Northern 
Bailway  Go.  from  operation,  the  ave- 
rage rate  reduction  would  have  been 
only  13  per  cent  in  1921  and  17  per  rent 
in  1922. 

There  is  an  ina>ression  in  some  parts 
of  the  country  that  railway  rates  are 
relatively  mudh  higher  than  prices  of 
other  things.  The  facts  are  that  the 
average  freight  ^ate  for  the  whole  coun- 
try in  1922  was  about  46  per  cent 
higher  than  for  the  average  of  the  10 
year  period  beginning  with  1900,  while 
the  average  wholesale  price  of  all  com- 
modities was  approximately  79  per  cent 
higher.  In  eimnectira  with  tbese  fig- 
ures, it  is  interesting  to  note  that  the 
fuel  cost  per  ton  on  the  Great  Northern 
for  the  month  of  October,  1922,  as 
compared  with  the  year  ending  June 
SO,  1916,  increased  141  per  cent;  the 
average  wage  paid  per  employe  per 
hour  increased  115  per  cent;  while  the 
rate  per  ton-mile  for  all  freight  (ex- 
dnsive  of  iron  ore)  increased  only  49 
per  cent  during  the  same  period. 

While  it  is  interesting  and  profitable 
to  review  and  correct  these  misconcep- 
tions, nevertheless  it  seems  best  to  con- 
fine ourselves  chiefly  to  a  discnssion  of 
what  the  futnre  of  me  railroads  may  be. 

A  Billton  a  Year  For  New  Faeilttles 

In  order  that  private  operation  may 

succeed,  large  investments  must  be 
made  annually  for  many  years.  James 
J.  Hill,  in  1906,  stated  that  to  keep 
pace  with  the  growth  of  the  country 
the  railroads  should  invest  in  new  and 
enlarged  facilities,  one  billion  dollars 
annually.  It  is  rather  significant  that 
in  the  year  1923  the  railroads  actually 
are  proposing  to  invest  considerably 
over  a  billion  dollars.  In  considering 
the  question  as  to  whether  the  rail- 
roads are  going  to  be  able  to  keep  on 
y«ar  after  ^ear  raising  this  large  sum 
of  money,  it. is  necessary  to  stop  and 
consider  the  manner  in  which  this  huge 
sum  is  being  raised.  Practically  every 
doUar  of  it  is  being  borrowed  either  by 

E lacing  a  mortgage  on  the  property  or 
y  increasing  the  amount  of  debt  under 
a  nwrtgage  already  existing.  This 
method  of  financing  has  been  going  on 
for  some  years  past  because  it  is  the 


only  way  in  which  new  money  can  be 
raised  for  railroad  business.  Any  busi- 
ness man  knows  that  it  is  not  sound 
financing  to  continue  indefinitely  in  this 
way.  The  result  already  has  been  that 
in  1923  the  funded  debt  of  the  railroads 
is  40  per  cent  more  than  the  capital 
stock  while  in  1913  it  was  only  20  per 
cent  more. 

It  is  evident  that  a  change  most  be 
made  in  the  method  of  financing.  That 
change  can  only  be  made  by  a  perfor* 
mance  on  the  part  of  the  railroads 
which  will  convince  investors  that  rail- 
road stocks  are  a  desirable  form  of 
investment.  fDiere  is  no  law  that  can 
coerce  the  investor  into  placing  his 
money  where  he  believes  it  is  insecure, 
and  there  is  no  possible  way  in  which 
the  present  increasing  ratio  of  bonds 
to  stock  can  be  checked  except  by 
actual  results  which  will  Aow  not  only 
that  the  railroads  can  earn  a  fair  re- 
turn on  their  value,  but  that  they  are 
going  to  be  permitted  to  do  so.  Per- 
haps someone  will  say  it  would  be  a 
good  thing  if  the  Government  would 
take  the  roads  over  and  operate  them. 
From  the  standpoint  of  the  bondholder 
and  stockholder,  possibly  that  is  true, 
but  for  shippers  and  the  country  at 
large  it  is  another  mattn.  This  de- 
mand for  Government  operation  was 
made  with  great  force  nrior  to  1917, 
but  actual  demonstration  of  Govern- 
ment operation  for  26  months  convinced 
the  public  that  the  transportation  bill 
the  public  mast  pay  would  be  much 
lower  if  the  roads  were  operated  pri- 
vately. It  is,  after  all,  a  question  of 
how  to  operate  'the  roads  in  the  cheap- 
est possible  manner.  It  is  compara- 
tivdy  easy  to  prevent  excessive  profits 
being  made  and  for  that  reason  every- 
thing the  public  can  do  to  leave  the 
railrcad  managements  unhampered  in 
the  handling  of  their  business  will  help 
to  reduce  the  transportation  bin  of  the 
public.  But  the  cost  of  pe^ormi^ 
the  service  must  be  paid,  and,  in  addi- 
tion, whether  operated  privately  or  by 
the  Government,  an  allowance  must  be 
made  for  tiie  value  of  the  use  of  the 
property.  At  every  session  of  prac- 
tically every  state  legislature,  many 
bills  are  introduced  which,  if  enacted 
into  law,  will  greatly  increase  the  cost 
of  operating  the  railroads,  and  yet 
there  are  those  who  do  not  see  that 
every  such  law  simply  increases  the  bill 
for  ti-ansportatioa  which  the  public 
must  pay. 

It  seems  clear  that  unless  private 
operation  of  raflroads  can  be  placed 
on  a  stable  and  satisfactory  basis  in 
the  comparatively  near  future,  we  must 
inevitably  drift  into  Government  owner- 
ship, or  at  least  Government  opera- 
tion, evra  thoagh  it  be  not  the  desire 
or  intend  >n  of  the  majority  of  the 
people.  One  thing  should  be  well  uirder- 
stood — it  is,  that  should  the  Govem- 
men<t  take  over  t^e  roads  and  pay  for 
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them  what  they  are  worth,  it  would 
not  be  the  owners  of  the  railroads  who 
would  suffer  most  from  such  a  pro- 
cedure, but  the  shippers  who  wouM  be 
obliged  to  pay  higher  rates. 

Possible  Failure  eff  Private  Operation 

Now,  having  considered  the  possibili- 
ties of  private  operation  failing  through 
inability  to  establish  railroad  credit  in 
order  to  keep  pace  with  the  needs  of 
the  country,  it  is  necesary  to  con- 
sider what  can  and  should  be  done 
in  order  to  ineare  the  fioecess  of  pri¥ate 
operation. 

It  is  axiomatic  that  the  return  after 
paying  operating  expenses  must  be 
snificient  to  encourage  the  investment 
of  new  money  in  the  railroad  business. 
This  return  must  be  stabilized.  It 
can  be  done  in  only  one  of  two  ways, 
viz.,  by  keeping  expenses  down  or  1^ 
getting  earnings  up.  It  is  not  my  de- 
sire to  see  railroad  rates  further  ad- 
vanced. Rather,  I  think  they  should, 
like  other  things,  come  down  in  price, 
but  it  all  dements  whidi  enter  into 
railroad  costs  continue  to  advance, 
railroads  rates  must  advance  also.  Cer- 
tainly th-^y  cannot  be  further  reduced 
until  the  cost  of  producing  transporta- 
tion cap  be  reduced. 

There  are  several  ways  in  wbieh  the 
cost  of  transportation  can  be  brought 
down.  The  principal  items  which  make 
up  operating  expenses  are  w«ges,  fuel, 
otSier  material  and  taxes.  It  is  possible 
to  reduce  labor  cost  without  reducing 
wages.  Some  of  the  ways  in  w'hieh  this 
can  be  done  are  by  obtaining  more  ef- 
ficient performance  of  the  individual 
esniploye;  hut  keeping  abrest  of  tiie  de- 
velopment in  modern  shop  methods, 
tools  and  appliances;  (by  further  per- 
fection of  motive  power  and  cars;  by 
making  icnproremonts  in  terminals;  and 
by  making  grade  reductions  and  other- 
wise improving  the  roadbed.  Such  addi- 
tions and  improvements,  of  course,  in- 
volve investment  of  additional  capital. 
This  emphasises  tbe  need,  wtii^ti  is  en- 
counter^  at  every  turn,  for  established 
credit  in  order  to  give  the  best  service 
at  the  lowest  cost  consistent  with  pre- 
vailing conditions. 

There  is  one  thing  which  is  especially 
applicable  to  this  section  of  the  country 
wilch  I  believe  would  greatly  reduce  the 
cost  of  service  and  at  the  same  time  im- 
prove the  service:  That  is  the  consoli- 
dation of  some  of  tbe  roads  into  a  lesser 
number  of  large  systems.  The  partic- 
ular consolidation  which  would  affect 
you  very  vitally  is  that  of  the  so-called 
'*Hill  Lines,"  the  Great  Northern, 
Northern  Pacific  and  Burlington.  By 
consolidating  these  lines,  a  very  much 
more  intensive  use  can  be  made  of  exist- 
ing facilities.  Much  greater  service 
can  be  obtained  from  the  equipment  now 
owned  by  the  three  conrpanies  and  a 
much  greater  insurance  of  car  supply 
can  be  given  the  communities  served. 

In  addition  to  bhese  'thiags  whicb  can 


and  should  be  done,  there  are  two  ways 
in  wh^  the  e^ippers  can  contribute 
very  largely.    The  firat  is  tiirough 

heavier  car  loading,  and  the  second 
through  less  detention  of  cars  including 
delays  in  loading  and  unloading  and  in 
holding;  for  inspection  and  diversion.  It 
is  obvious  (that  loading  the  cars  heavier 
will  incr ea s e  th e  available  supply  of 
cars  and  in  the  same  way  a  lesser 
amount  of  detention  of  cars  and  a  dis- 
continuaxiice  of  the  practice  of  holding 
cars  for  diversion  enroute  would  help. 
The  practice  of  detaining  cars  means,  o-f 
course,  that  they  are  virtually  con- 
verted mto  warehouses,  an  expensive 
proposition,  espedsJly  when  its  coat  is 
the  cripi>Bng  of  t3ie  tranaportation  ma* 
chinery  of  the  country. 

A  very  important  thing  is  that  the 
railroads  be  given  a  period  of  rest 
from  furAer  legislation,  l%ere  are 
at  work  two  distinct  groups  seeking 
a  change  n  Federal  legislation  control- 
ling the  railroads.  One  is  actuaited  by 
a  desire  to  obtain  lower  rates  because 
they  think  it  will  make  tiiem  political 
capital  among  certain  classes  and  may 
lead  to  Government  ownership,  which 
they  earnestly  desire;  anoither  group 
favors  a  change  in  legislation  because 
they  think  the  present  laws  are  not 
favorable  enough  to  tkt,  raflroadft. 

Preseit  Laws  Shonid  Renain 

It  seema  very  much  wiser  to  make 
no  change  in  the  present  Federal  laws 

regulating  -the  railroads  until  the  policy 
which  governed  Congress  in  enacting 
■the  present  law  has  been  clearly  demon- 
strated to  be  wrong  or  unworkable  by 
failure  of  the  railroads  to  succeed  under 
the  present  law  in  a  period  of  normal 
times.  The  three  years  that  the  present 
law  has  been  in  effect  have  been  years 
of  imprecedented  turmoil  industrially 
and  it  is  not  to  be  supposed  that  any 
regulations,  however  excellent  they 
might  be  in  normal  times,  wocdd  suc- 
ceed during  such  a  period. 

Assuming  that  the  end  sought  is 
lower  railroad  rates  and  more  and 
better  service,  it  is  not  clear  what  those 
who  advocate  abolishing  the  Labor 
Board  and  having  its  duties  performed 
by  the  Interstate  Commerce  Commis- 
sion  are  criticising  siiecificaUy.  WbAt 
they  believe  the  two  agencies  acting 
separately  have  done  that  would  or 
could  have  been  done  differendy  to 
advantage,  had  they  combined  in  one 
agancy,  is  not  stated.  As  the  improve- 
ment of  railroad  credit  is  imperative 
in  order  to  provide  more  and  better 
service,  it  might  be  said  that  'the  Inter- 
state Commerce  Commission,  had  it 
dealt  witlt  both  rates  and  wages,  would 
not  have  reduced  railnoad  r^es  so 
much.  This  result,  however,  would  be 
inconsisten/t  with  the  idea  that  rates 
shoidd  be  red*uced  still  more. 

The  other  assumption,  and  tbe  only 
one  which  would  suggest  a  real  remedy, 
is  that  it  is  thought  the  Interstate 
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OoBGunerce  Commission  would  have  re- 
duced wages  more  than  the  Labor 
Board  did.  There  does  not  seem  any 
good  reason  for  thinking  that  this  could 
be  accomplished  any  better  through  the 
Xnterestate  Commeree  Commission  than 
l&rough  the  Labor  Board.  While  the 
general  proposition  that  one  agency 
i^uld  mot  fix  expenses  and  the  other 
ftc  selling  costs  is  appealing,  it  should 
be  remembered  that  so  long  as  the  de- 
mand is  for  lower  rates,  the  complaint 
against  these  two  agencies  acting 
separately  is  a  complaint  against  the 
one  which  failed  to  reduce  expenses. 
Id  fairness  to  that  agency,  tbe  Labor 
Board,  it  should  not  be  forgotten  that 
its  efforts  to  reduce  wages  resulted  in 
a  disastrous  shopmen's  strike  because 
the  men  would  not  abide  by  the  Labor 
Board's  order.  While  there  seems  no 
good  reason  to  believe  that  the  Inter- 
atate  Commerce  Commission  would 
have  been  any  more  successful  in  avoid- 
ing the  strike,  neither  is  there,  any  cer- 
tmity  tbnt  without  tiie  Labor  Board 
or  rae  fiiterstate  Commerce  Commis- 
l^n  having  anything  to  do  with  labor 
matters  there  would  have  been  any  less 
trouble. 

.  I^tice  1820,  and  prior  to  Oie  shop- 
men's strike,  practically  every  effort  on 
the  part  of  the  railroad  managements 
to  negotiate  wages  and  working  condi- 
tions resulted  in  a  dispute  with  flie  em- 
I^oyes  whidh  had  to  be  taken  to  the 
Labor  Board,  so  that  instead  of  being 
a  board  to  handle  occasional  disputes, 
it  was,  in  fact,  o^bliged  to  handle  prac- 
tically all  labor  negotiations.  It  seems 
altogether  Hkely  tmt  the  shopmen  s 
strike  was  so  barren  of  results  to  the 
eanployea,  sod  so  costly  to  both  the  em- 


ployes and  die  railroads  that  it  wifl  re- 
sult in  more  direct  negotiations  between 

the  managements  and  the  employes  to 
the  end  that  labor  matters  will  be 
•settled  liocally  without  disputes  going  to 
the  Laiwr  Board. 

What  the  country  needs  made  than 
anything  else  to  enable  railroad  trans- 
portation to  perform  the  part  it  should 
in  the  nation's  business  is  a  rest  from 
change  in  policy  towards  the  railroads. 
The  promise  of  improvement  in  the 
Transportation  act  by  amending  the 
Labor  Board  provisions  does  not  nearly 
offset  the  danger  of  damage  that  may 
result  from  changing  the  policy  of  rail- 
road regulation  as  expressed  in  the 
Transportation  act.  I  think  it  would 
be  far  better  to  give  the  Transportation 
act  a  further  trial  in  what  we  hope 
will  be  more  normal  times  than  any 
that  ihave  been  experienced  since  its 
enactment  in  1920. 

It  is  reasonable  to  expect  that  the 
next  twelve  months  will  afford  a  -bet- 
ter teet  of  the  present  law  than  the 
three  past  years  have  afforded.  In  the 
meantime,  acting  upon  faitli  in  the  fair- 
ness of  the  American  pubUc»  the  rail- 
roads are  proceeding  to  provide  im- 
proved facilities  and  an  increased  num- 
ber of  cars  and  locomotives  to  cope 
with  the  increased  business.  ISie  Great 
Nortlhem  is  doing  its  full  dtare  of  tida 
work.  Its  improvement  program  for 
1923  calls  for  the  expenditure  of  $S0,- 
000,000.  Approximately  $20,000,000  of 
this  win  be  new  Investment  Along 
with  this  program  of  increased  tecil- 
ities  there  is  being  introduced  every 
improvement  in  operating  methodg  tbat 
can  be  devised. 


Railroads  Handicapped 

By  Wrong  Regulation 


By  SAMU£L  REA, 
Pre£tdeiif,  P€9m»ifbmiiU  R^dkmi  iSfytfeak 


The  railroads  of  the  United  States, 
as  tiiey  stand  today,  constitdte  an  un- 
rivided  momunent  to  American  busi- 
ness genius  and  enterprise.  The  truth 
is  often  obecured  by  the  fact  that  the 
enemies  of  the  railroads— those  who 
are  tryu^  to  bring  ahont  auch  a  state 
of  coitfoaion  and  misunderstanding  <Uiat 
Qovemment  owner-ship  will  be  the  only 
way  out — sometimes  try  to  represent 
the  railroads  as  decrepit  and  broken 
down.  (Nothing  could  be  farther  from 
reality.  Our  railroads  «re  today  be- 
yond comparison  the  fineet,  the  best 
equipped  and  the  most  efficiently  oper- 
ated in  the  world.  They  would  be 
hailed  as  a  marvelous  blessing  by  the 
people  of  any  other  conntaTf  eonW  they 
be  taken  np  and  transported  there. 

WiMit  has  happened  to  our  xidlroads 


is  something  very  different  from  a  phy- 
sical breakdown  or  deterioratton.  It  is 
a  condition  of  serious  congestion  due  to 
the  fact  that  the  volume  of  traffic 
pressing  for  movement  is  very  often 
in  excess  of  the  capacity  of  the  plant 
for  liandling  it,  with  promptness  and 
regularity.  In  recent  yeara  this  situa- 
tion has  been  encountered  in  every 
period  of  business  activity  and  conse- 
quently has  operated  as  a  powerful 
factor  in  €ktdang  prosperity  whenever 
tiie  volome  (Kf  tnde  iiaa  paaaed  a  cerbifai 
point. 

The  resulting  losses  have  been  te- 
vere.  Perhaps  no  one  can  say  with  ac- 
curacy ^rfiat  ^y  have  reached;  but  one 
antfaori^,  at  least — Secretary  Hoover^ 
has  expressed  the  opinion  that  every 
important  {>eriod  of  car  shortages  and 
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other  forms  of  transportation  insnffi- 
cieiicy,  in  recent  decades,  has  co^:  the 
nation  not  less  than  a  billion  dollars 
in  lost  prodcietion«  trade  and  employ- 
ment. 

Importance  of  Roads 

Railroads  are  of  far  more  outstanding 
importance  to  the  United  States  than 
to  any  other  country  in  the  world.  Prac- 
tically oar  entire  territory  wais  opened 
up  and  develoiped  bj  them.  They  are 
1 0  da y  th  e  f  r  am  e  wo  rk  by  which  our 
whole  economic  structure  is  held 
together.  It  is  axiomatic  that  we  can- 
not produce  and  sell  more  tiian  odir 
railroads  can  carry;  their  capacity  is 
the  absolute  limit  to  the  volume  of  our 
commerce.  To  no  other  nation,  in  either 
hemisphere,  do  snch  statements  ai^ply 
in  eQual  degree.  Hence  it  might  be  a 
reasonable  expectation  that  the  Govern- 
ment of  a  country  in  which  railroads  are 
ol£  -such  transceudant  importance  to 
the  welfare  6tnd  proaperitj  of  the  ipeople 
ishonid  bave  done  all  in  its  power  to 
foster  and  encourage  their  develop- 
ment and  progress.  That  this  has  not 
heen  the  case  is  indeed  one  of  the 
strangest  facts  ul  our  apolitical  bistory. 

I  am  no  enemy  of  regulation.  I  rec- 
ognize it  as  a  proper  function  of  (xov- 
ernment  when  its  true  purposes  are 
understood  and  it  is  confined  to  its 
proper  field  and  scope.  But  the  fact 
remains  that  the  ir>;eat  era  of  railroad 
progress  in  the  United  States  was  al- 
most entirely  confined  to  the  period 
before  anything  like  regulation,  in  the 
forms  it  bas  assnmed  in  oreeent  decades 
existed.  We  have  had  "regulation  with 
teeth"  since  the  early  1900's.  Before 
that  time,  the  railroads  were  conspic- 
uous as  leaders  of  the  country's  ad- 
vancement and  development.  They  kept 
not  merely  abreast,  but  4^ead»  of  tfie 
nation's  needs,  and  had  a  reserve  ca- 
pacity to  take  care  of  boom  periods 
and  extraordinary  demands. 

Since  the  advent  of  'toothed^  regu- 
lation— ^hidi  really  means  the  transfer 
of  powers  of  management  to  Govem- 
mental  agencies — ^this  condition  has 
been  steadily  altering  and  has  finally 
been  conupletely  reversed.  Today  the 
capacity  of  the  railroads  lags  behind 
tile  country's  needs,  checking  instead 
of  facilitating  general  progress.  In 
late  years  the  gap  has  been  increased 
to  a  marked  degree.  ' 

Service  Demands  Tripled 

In  the  last  two  decades,  the  demands 
upon  ^the  railroads  for  service,  meas- 
ured in  ton-miles  and  passenger-miles, 
bas  more  than  tripled,  while  the  in- 
veetaient  in  the  railroad  plant  has 
failed  by  a  considerable  margin  even 
to  double.  The  load  on  the  plant  has 
been  growing  more  tlh-an  twice  as  fast 
as  the  capital  put  into  new  facilities, 
and  if  we  allow  for  the  rising  (prices 
and  the  declining  purchasing  power  of 
the  dollar  during  the  period  in  question*  ' 


the  discrepancy  between  the  increase  in 
demands  for  service  and  tiie  in- 
crease in  the  actual  facilities  availalile 

must  be  still  greater. 

The  failure  of  the  railroad  industry 
to  attract  anything  like  an  adequate 
amount  of  new  capital  during  the  last 
15  or  20  years  constitutes,  to  my  mind, 
the  most  unanswerable  indictment  that 
could  be  drawn  of  the  theories  of  and 
views  of  regulation  that  have  generally 
prevailed  up  to  the  present  time,  or  at 
least  until  very  recently.  Regulation 
that  stunts  srowtil  and  kills  advance- 
ment has  fallen  down  on  its  primary 
purpose,  which  should  be  the  encourage- 
ment of  railroad  progress, — the  coun- 
try's greatest  need. 

Two  Fundamental  Errors 

To  my  mind  two  fundamental  errors  . 
have  been  made.  One  to  which  I  have 
already  made  reference,  consists  in  C3n- 
fufifing  the  functions  of  regulation  with 
those  of  administration.  In  conse- 
quence today  the  Federal  and  state  (au- 
thorities exercise,  or  attempt  to  exer- 
cise, detailed  control  over  many  purely 
adnunistratave  qnestions  between  num- 
agement  and  employes,  induding,  as  is 
well  known,  the  fixing  of  wages  a:nd 
working  conditions,  hours  of  service 
and  size  of  train  crews.  Other  govern- 
mental activities  r^ulate  isnranigements 
for  financing,  gmrdases  of  materials, 
choice  and  election  of  directors,  prepa- 
ration of  statistics,  safety  methods, 
signaling,  the  character  of  ashpans  used 
in  (locomotaves,  the  types  of  headHghts, 
the  inspection  of  boilers,  the  carrying 
of  explosives  and  many  other  details  of 
administration  rind  management,  some 
important  and  some  trlvi^ 

Moreover,  it  may  be  noted  that  in 
many  cases  the  requirements  otf  the 
various  states  are  not  in  harmony  with 
each  other  or  with  the  Federal  regu- 
lations, the  whole  constituting  lan  in* 
tolerably  vexatious  interference  with 
ordex*ly  and  effieient  nmnagemeot, 

Keeping  Roads  from  Profits 

In  the  rate  filed,  the  authority  of  the 
Federal  Government  is  well  night  com- 
plete, and  power  has  been  almost  en* 
tirely  taken  ffMs  the  railroad  mBmg%^ 

ments. 

Hence  we  have  a  condition  in  which 
governmental  .aiuthori^^y  controls  the 
railroads'  revenues,  through  rates  and 
their  expenses,  to  a  large  extent; 
through  wage  regulation;  while  resi)on- 
sibility  for  results  rests  definitely  no- 
where. 

The  second  error  whieh  appears  to 
me  to  have  long  been  inherent  in  our 

regulative  policies,  lies  in  supposing 
that  one  of  the  chief  functions  of 
regulaition  is  to  keep  the  railroads  from 
making  profits.  There  has  been  bi  evi- 
dence an  attempt  through  long  periods  - 
to  hold  rates  down  to  tne  very  lowest 
levels  which  avoid  constituting  outdght 
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confiscation.  As  a  matter  of  fact  there 
has  been  what  actually  amounts  to  a 

Sartial  confl8cataa3i>  in  practidd  results, 
f  not  in  the  legal  sense.  Onr  railroads 
represent  an  honest  and  real  invest- 
ment in  road  and  equipment  devoted  to 
the  pubKc  use  of  fuUy  20  billions  of 
dollars.  The  aeenrities  representing 
that  investment  are  today  worth  in  the 
open  market  only  12  or  13  billions. 
There  has  been  a  loss  somewhere,  to 
some  people,  of  seven  or  eight  billions 
of  retal  value.  The  losers  have  been 
chiefly  the  people  whose  savings  built 
the  roads,  whether  through  individual 
investments  or  through  our  great 
fiduciary  institutions,  the  savings  banks, 
trust  companies,  insaranee  companies, 
etc.,  in  which  nearly  half  the  pe^te  of 
the  nation  have  an  interest. 

As  a  result  of  thie  policy  of  restrict- 
ing earnings  to  the  minimum,  long  fol- 
lowed by  tbt  Interstate  Ooxmnerce 
Commission,  the  railroads  were"  for 
years  unable  to  advance  -their*  rates 
even  moderately  to  keep  adequate  pace 
with  the  almost  constantly  advancing 
level  of  f eneral  prices  which  has 
nMirked  three  decades.  In  consequence, 
when  rates  were  finally  advanced,  facili- 
ties were  inadequate  and  remain  inade- 
quate to  the  present  day. 

Returns  Inadequate 

For  fifteen  yeans  or  more,  the  rail- 
roads have  not  been  given  the  oppor- 
tunity to .  earn  as  an  average,  even  4 
per  cent  on  the  investment  in  their 
properties.  Bvery  business  man  knows 
that  no  form  of  enterprise  can  per- 
manently stand  on  its  own  feet  and 
keep  pace  with  general  progress  on 
such  inadequate  returns.  Ibailroad 
prosperity,  when^it  existed,  was  one  of 
the  most  beneficial  and  stimulating  in- 
fluences the  country  ever  experienced. 
A  few  prosperous  railroads  today  would 


be  among  our  greatest  national  assets. 

Years  ago,  on  the  Pennsylvania  Bail- 
road^  we  paid  our  stockholders  6  per 
cent  and  nearly  always  had  something 
substantial  to  put  back  into  the 
property  out  of  earnings.  In  good 
years  we  followed  the  rule  of  a  doSar 
for  dividends  and  a  dollar  for  the 
property.  It  was  a  good  sound  rule, 
and  if  we  had  not  followed  it  for  so 
many  years,  I  am  free  to  say  that  our 
road  would  have  hard  sledding  today. 

l^e  chief  need  of  the  times  is  to 
brinff  back  railroad  prosperity  once 
more.  That  means  restoring  railroad- 
ing to  it©  old  position  as  a  profit-earn- 
ing industry,  in  order  that  it  may  again 
Attract  adequate  capital  for  the  proper 
expansion  of  lin e s  and  facilities.  I 
think  for  the  present  a  rest  politically 
is  the  most  urgent  requirement  in  this 
direction. 

We  are  operating  under  the  Trans- 
portation Act  of  1920.  a  measure  which 
is  doubtless  not  perfect,  but  which 
nevertheless  represents  by  far  the  most 
constructive  and  encouraging  piece  of 
raflroad  legislation  ever  passed  by  Oon- 
gres-s.  We  should  give  it  a  more  ade- 
quate trial  before  deciding  what,  if  any, 
changes  are  needed.  Rates  should  be 
stal^lized  for  the  present  at  thttr  iires- 
CTt  general  levels.  Individaal  adjust- 
ments may  be  needed,  and  if  so,  should 
be  made,  but  there  should  be  no  general 
reduction  until  the  possibility  of  earning 
at  least  the  5%  per  cent  fixed  under 
the  Transportation  Act  is  demonstrated. 
Above  all,  there  should  be  no  discrim- 
inatory reductions,  designed  to  benefit 
selected  classes  of  the  population  at 
the  expense  of  others. 

The  railroads  need  only  the  oppor- 
tunities that  are  accorded  to  other 
forms  of  enterprise  to  resume  their 
old  position  of  leadership  in  the  prog- 
ress and  advancement  of  onr  people. 


Cost  of  Shopmen's  Strike; 

Attitude  of  the  Unions 


By  W.  G. 

President  Central  Railr 

Whatever  may  have  been  the  cost 
of  the  Shopmen's  Strike,  to  that  ma- 
jority of  the  railroads  who  refused  to 
'  surrender  principle  for  expediency — 
the  results  have  justified  the  expense! 

Insofar  as  the  minority  is  concerned, 
the  following  is  an  abstract  from  a  let- 
ter written  by  a  gentleman  whose  in- 
timate and  **inside''  knowledge  ^  the 
situation  is  unquestioned : 

"But  it  is  proper  that  I  say  to  you 
that  my  observations  satisfy  me  that 
the  companies  whidi  settled  with  the 
etriking  shopmen  last  fall  on  tSie  basis 
of  ib«  so^^aUed  Jewell  afreement,  after 


BESLER, 

oad  Co,  of  New  Jeyscy. 

the  men  were  thoroughly  beaten  and 
were  returning  in  droves  unconditional- 
ly to  work,  will  meet  a  much  more 
serious  situation  with  these  same  men 
during  the  coming  fall,  or  before  long," 
His  conclusions  have  apparently  al- 
ready been  borne  out  by  what  is  and 
has  been  takmg  place  upon  Ihose  BaB* 
roads  where  the  remnants  of  the  Feder- 
ated Shop  Crafts  still  exist. 

Those  railroads  upon  which  new  or- 
ganizations were  formed  by  the  em- 
ployes in  accordance  with  specific  di- 
rection and  request — first  from  the 
Jjsbor  Board  in  it»  prodasaation  ot 
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July  3,  1922,  and,  second,  as  contained 
in  the  declaration  from  the  President 
of  the  United  States  in  his  statement 
of  July  11»  ftnd  hftTe  coimmouly 

been  called  **Company  UoIotib" — ^haye 
solved  the  problem  as  between  employ- 
er and  employe,  and  preserved  the 
principle  of  collective  bargaining,  with 
the  elimination  of  the  vicious  domiaa- 
tion  involved  in  **Absentee  landlordism" 
as  exercised  by  the  federated  is[hop  crafts 
in  their  program  of  nationalization. 

AH  of  the  requirements  of  the  Trans- 
portation Ac*t,  1920,  Title  HI,  SectioM 
800  to  816,  have  been  recognized,  pre- 
served and  incorporated  in  the  ^ompaaty 
organizations. 

From  the  standpoint  of  the  unions, 


it  is  "understood  that  prior  to  the 
strike  word  was  passed  around  among 
the  men  that  if  a  strike  was  caHed,  it 
wotild  only  be  in  the  nature  of  a  dem- 
onstration lasfting  for  a  few  days, 
when  everything  would  be  settled  and 
they  would  receive  all  that  they  asked, 
and  for  which  they  bad  &b  a  precedmt 
what  had  repeatedly  been  the  earn  iin« 
der  Federal  control. 

From  the  standpoint  of  the  com- 
panies, the  cost  of  the  strike  in  dollars 
and  cents  is  de  minimis  as  compared 
with  the  results  being  secured  by  the 
increased  efiPciency  and'  the  spirit  of 
helpful  co-operation  under  present  con- 
ditions. ,  ... 

''By  their  worlDS  shall  ye  know  them''! 


Mis^ected  Regulation  Big 

Factor  in  Railway  l^tuatiim 

By  ARTHUR  T.  HADLEY, 

Presideni-Emeritus  Yale  Umeersity  and  Chairman  0f  the  Baitraad  BeemrUkB 


To  the  superficial  observer,  the  rail- 
roads of  the  United  States  seem  to  be 
la  prosperous  condition.  The  volume 
of  trafific  is  latiJe— larger,  in  some 
cases,  thto  the  companies  find  it  easy 
to  handle.  Improvements  in  track  and 
in  locomotives  have  enabled  us  to  trans- 
port this  traffic  in  heavier  train  loads 
than  ever  before,  and  with  correspond- 
ingly increased  economy.  And,  last  but 
not  least,  the  rates  which  the  railroads 
'are  mow  permitted  to  charge  give  the 
majority  of  the  companies  a  fair  profit 
under  these  conditiozis. 

If  railroad  transportation  were  a 
purely  private  business,  subject  only  to 
the  ordinary  restrictions  which  are  im- 
posed on  every  merchant  or  manufac- 
turer, these  facts  would  be  enough  to 
sbow  that  our  companies  were  pros- 
peroas  in  reality  as  well  as  in  appear- 
ance. But  the  railroad  is  not  an  ordi- 
nary private  business;  it  is  a  vast  public 
a^geiicy.  It  is  never  ia  satisfactory 
condition  unless  it  lias  the  superabund- 
ance of  power  which  is  needed  for  meet- 
ing pulblic  expectations  in  an  emergency. 
It  must  he  able  to  offer  adequate  service 
and  prompt  delivery,  at  rates  which  will 
encourage  travel  and  will  allow  fanners 
and  manu^cturers  to  sell  their  goods 
in  distant  markets.  The  investors  who 
put  their  money  into  railroads  assumed 
this  sort  of  responsibility  when,  as  the 
legal  phrase  goes,  'they  devoted  tiieir 
property  to  public  use.  .The  rdlroad 
managers  and  operators  recognize  it 
and  desire  nothing  so  much  as  the  neces- 
sary powers  to  meet  it  effectively. 

In  no  other  country  is  this  responsi- 
bilit  J  so  heavy  as  in  the  United  States, 


for  in  none  is  the  dependence  of  the 
country  upon  its  rattroads  so  complete. 
Our  people  travel  further  than  Euro- 
peans; and,  what  is  of  -still  more  conse- 
quence, they  ship  their  goods  to  longer 
distances.  A  great  deal  of  our  Western 
wheat  inu«t  go  to  tibte  Ajtlantic  seaboard 
to  find  ready  sale;  a  considerable  part 
to  Europe,  if  our  farmers  are  to  remain 
prosperous  and  not  break  the  market 
by  "dumping  their  surplus"  at  home» 
The  same  emt  of  thing  is  true  of  cotton, 
and  many  other  agri^fultural  products. 
For  the  handling  of  this  long  distance 
traffic,  and  the  making  of  rates  which 
will  enable  the  producer  to  market  it 
at  a  profit,  we  depend  upon  the  railroad. 
Steamships  and  barges  can  take  care 
of  our  goods  upon  some  routes;  but 
not  upon  many.  Automobiles  can  carry 
a  part  of  them  for  short  distances;  but 
the  physical  volume  of  the  transportft^ 
tion  which  they  can  handle  is  wAj  a 
small  fraction  of  the  whole.  Even  if 
we  had  enough  machines  and  enough 
good  roads  for  the  purpose,^  we  could 
not  get  gasoline  enough  without  ex- 
hausting the  available  supply  or  making 
the  cost  prohibitory.  Our  chief  reliance 
for  getting  our  products  marketed,  now 
and  for  many  years  to  come,  must  ap- 
parently be  our  railroad  system. 

What  a  Railroad  Needs 

For  an  industry  to  be  really  pros- 
perous whidi  carries  such  obligations, 
somethmg  more  is  needed  than  a  satis- 
factory income  account  for  the  past 
year  or  current  budget  for  the  next. 
It  must  be  in  a  position  to  meet  all 
reasonable  public  demands  and  perhaps 
some  mureasooable  ones.  If  an  airto* 
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mobile  manufacturer  cannot  fumisfti  as 
many  cars  aas  the  public  wants,  nobody 
curses  him;  people  pay  him  a  scarcity 
price  for  what  machines  he  has,  and 
admire  him  for  his  skill  in  making 
money.  But  if  a  railroad  cannot  furnish 
cars  enough  for  all  etnergencies,  it  is 
regarded  as  a  dereliction  of  public  duty; 
and  if  a  railroad  manager  attempted  to 
make  car  scarcity  a  reason  for  charging 
higher  prices  he  would  be  publicly  con- 
demned and  probably  sent  to  jail. 

To  be  in  a  really  sound  condition  a 
great  railroad  system  like  ours  must  in 
the  first  place  have  ahundance  of  appli- 
ances for  handling  traffic;  not  simply 
cars  enough  to  meet  the  average  demand 
throughout  the  year,  or  power  enough 
to  handle  them  under  average  conditions, 
but  cars  enough  to  'take  care  of  the 
varying  demand  for  coal  or  wheat  trans- 
portation at  different  seasons,  and  power 
enough  to  move  Uiem  when  cold  weather 
or  congested  tracks  maike  service  diffi- 
cult. In  the  i^cond  place,  there  must 
be  loyalty  and  discipline  among  the  rail- 
road employes.  Either  individually  or 
through  their  organizations,  they  must 
be  co-operating  with  the  owners  in 
maintaining  continuous  service  at  rea- 
sonable rates.  They  must  accept  the 
same  kind  of  obligations  toward  the 
public  that  are  imposed  on  railroad 
investors  ar  managers,  and  not  peimit 
themselves  to  make  public  inconvenience 
a  source  of  private  gain.  In  the  third 
place,  railroad  owners  must  have  the 
chance  of  profit  which  goes  with  the 
assumption  of  special  burdens  or  haz- 
ards, and  railroad  managers  must  be 
given  the  kind  of  freedom  and  recogni- 
tion which  is  habitually  accorded  to 
men  who  carry  heavy  responsibility.  If 
our  farmers  and  our  exporters  are  to 
compete  in  the  markets  of  the  world, 
under  the  conditions  created  by  the 
war  and  the  tariff  legislation  which  has 
followed  it,  our  railroad  officials,  both 
in  the  operating  and  in  the  traffic  de- 
partments, mu9t  be  i^ven  all  practic^le 
liberty  and  encouragement  to  try  out 
new  methods  of  handling  and  developing 
business.  Railroad  administration  must 
be  made  an  attractive  career  for  men 
of  bridns. 

Preseat  Coaditions  Unaatbfaetory 

In  none  of  these  respects  can  present 
condition9  be  cadled  satisfactory.  Com- 
plaints of  car  shortage  are  frequent; 
complaints  of  locomotive  shortage,  par- 
ticularly in  winter,  are  still  more  fre- 
quent Passrager  trains  fail  to  run  on 
tkne;  freight  deliveries  are  impeded  by 
congestion  or  indefinitely  postponed  by 
emhargoes.  The  labor  situation  is  no 
better  than  the  equipment  situation. 
Large  sections  of  the  employes  fail  to 
recognize  their  public  responsibility  at 
aU.  In  the  summer  of  1922  the  rail- 
road shopmen's  union  took  advantage 
of  the  s'hortage  of  power  then  existing, 
to  order  a  nationwide  strike;  in  the  hope 
of  so  crippling  the  traffic  of  the  country 


hat  the  roads  would  be  compelled  to  pay 
their  shopmen  wages  which  the  Railroad 
Labor  Board  had  declared  to  be  unrea- 
sonable.   And,  though  this  strike  failed, 
the  immunity  of  its  leaders  from  legal 
proceedings  and  from  any  lasting  repro- 
bation, invites  the  recurrMfce  of  similar 
dangers.     The    progressive  railroad 
manager  who  wishes  to  experiment  with 
new  means  of  developing  or  handling 
traffic   receives    scant  encouragement. 
He  has  to  take  days  of  time  in  explain* 
ing  the  public  necessity  of  what  he  VB 
doing   to   commissions   which   have  a 
natural  distrust  of  experiments  devised 
by  any  experts  except  their  own.  Forty 
years  ago,  railroad  admini-stration  was 
an  attractiye  career  to  men  of  inde- 
pendent power.   Today  the  chances  for 
independence  are  so  curtailed  that  the 
career  is  ceasing  to  attract  a  ■sufficient 
number  of  young  men  of  the  first  rank. 
It  has  been  made  a  jail  offense  for  a 
railroad  man  to  try  to  know  more  about 
the  economy  of  his  business  than  the 
Interstate  Commerce  Commission  thinks 
is  good  for  him.    The  provisions  of  the 
law  are  worth  quoting.   "Any  person 
who   .   .   •  shall  keep  any  other  ac- 
counts,   records,   or  memoranda  than 
those  prescribed  or  approved  by  the 
commission  iihall  be  deemed  guilty  of  a 
misdemeanor,  and  shall  he  subject  upon 
eonyictioin  in  any  court  of  the  United 
States  or  competent  jurisdiction  to  a  fine 
of  not  less  than  $1,000  nor  more  than 
$5,000,  or  imprisonment  for  a  term  of 
not  les-s  than  one  year  nor  more  than 
three  yeare.''    (See  Section  20  of  the 
Interstate  Commerce  Act  as  quoted  in 
Judson   on  Interstate    Commerce,  2d 
edition,  §403.)    An  examination  of  the 
whole  section  indicates  that  this  clause 
was  not  an  aoddent  of  draftingi  but  an 
attempt  to  suppress  free  thought  by 
someone  whose  zeal  for  railroad  regu- 
lation outran  his  disCTetion.  Nobody 
has  actually  been  sent  to  jail  under  this 
clause;  but  the  atdtode  vsiuch  underlies 
itis  unmistafad>le,  and  baa  done  a  gaod 
deal  of  harm. 

Factors  Against  Stock  Investment 

Under  circumstances  like  these,  few 
people  want  to  put  their  money  into 
railroad  stock.  In  the  year  1920,  the 
need  of  new  money  for  railroad  devdop- 
ment  was  unusually  larire*  It  wbb  in 
February  of  that  year  that  the  roads 
were  returned  by  the  Government  to 
their  owners.  Improved  facilities  were 
urgently  required — partly  to  make  up 
for  the  forced  economies  of  preTions 
years,  and  partly  to  enable  toe  com- 
panies to  handle  the  increased  volume 
of  traffic  which  peace  brought  with  it. 
Some  of  these  could  be  paid  for  out 
of  current  izycome;  but  mndi  the  larger 
portion,  amounting  to  a  total  of  over 
$544,000,000,  was  designated  by  the 
Interstate  Commerce  Commission  as 
actual  increase  of  capital,  and  90  charged 
on  the  boo^  Of  this  asnount,  tiie  total 
paid  for  hj  new  money  from  t^.side 
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of  capital  stock  was  $511,500;  less  than 
1  per  cent  of  the  whole.  The  rest  was 
secured  by  running  into  debt.  Thirty- 
five  million  dollars  of  new  stock  was 
iasned  by  various  companies — most  of  it 
by  the  Southern  Pacific — in  exchange 
for  convertible  bonds  in  fulfilment  of  old 
arrangements.  But  none  of  the  new 
money  for  improvements  was,  or  could 
be,  raised  by  tbis  means. 

Let  us  put  this  matter  into  figures 
of  a  size  which  we  can  visualize.  On 
the  252,215  miles  of  railroads  reporting 
10  the  Interstate  Commerce  Commission 
an  average  of  Bometiiing  over  $2,158 
per  mile  was  spent  for  necessary  im- 
provements to  road  and  equipment  dur- 
ing the  year  1920.  Of  this  amount 
$2.00  per  mile  was  contributed  by  stock- 
holders; for  the  remaining  $2,15^6  per 
mile  the  railroads  were  compelled  to 
run  into  debt  to  do  their  work. 

We  must  not  be  deceived  by  names. 
The  fact  that  most  of  the  de^bt  took 
the  form  ct  railroad  bond  issoes  should 
not  blind  us  to  the  real  character  of 
the  transaction.  It  will  not  do  to  say, 
"railroad  bonds  are  an  investment  just 
as  much  as  railroad  s'tock,  and  amount 
to  nibstanMally  tbe  -same  thing  in  tiielr 
effect."  From  the  standpoint  of  sound 
railroad  finance  or  development  they  are 
not.  If  a  merchant  extendg  his  business 
by  borrowing  and  owns  no  larger  margin 
of  property  above  debt  at  the  end  of 
the  year  liian  he  did  at  the  beginning, 
we  shake  our  heads.  If  the  whole  in- 
crease of  farm  values  in  any  district  is 
swallowed  up  by  an  increase  of  farm 
mortgages,  we  recognize  tilat  farming 
is  in  a  precarious  condition^  Running 
into  debt  without  increase  of  capital 
stock  is  not  much  better  busines-s  for 
a  railroad  than  it  is  for  a  merchant  or  a 
farmer,  nor  more  likelj  to  enable  it  to 
serve  the  piribliG  ^eettvely  in  times  of 
gtress. 

The  questions  confront  us:  First,  how 
did  we  get  into  this  condition?  Second, 
which  way  s(hall  we  move  in  order  to 
have  the  best  ciiance  of  getting  out  of 
it?  The  answer  to  the  first  question  is 
a  part  of  railroad  history  which  we 
need  to  know  in  order  to  be  able  to 
judge  the  second  question  wisely. 

When  the  Railroads  Thrived 

During  the  quarter  century  which 
followed  the  resumption  of  specie  pay- 
ments in  1879,  the  railroads  of  the 
United  States,  judged  from  the  stand- 
poitft  of  capacity  to  tender  public  serv- 
ice, were  generally  in  good  condition. 
We  built  new  roads'  quite  as  fast  as  we 
needed  them,  and  we  improved  old  ones 
to  keep  pace  with  the  growth  of  traffic. 
S^reii^t  rates  per  ton-mile  fell  40  per 
cent.  The  business  of  the  nation  as  a 
whole  was  not  seriously  interrupted  by 
railroad  strikes,  or  menaced  by  the 
threat  of  such  strikes.  There  were 
troubles  of  tliis  eort  on  individual  (sys- 
tems, Imt  mt  a  great  many  of  them. 


The  men  at  the  bottom  as  well  as  at 
the  top  felt  that  railroading  was  a 
career  where  a  hard  worker  had  a 
chance  for  promotion  from  the  ve^ 
beginning  and  for  public  appreeiatioit  at 
the  end. 

Of  course  the  roads  themselves  were 
not  always  prosperous.  Where  too 
many  lines  were  built  in  any  given  dis- 
trict there  was  not  traffic  enough  to 
pay  for  all,  and  all  jsnffered  until  more 
people  moved  in.  When  there  was  a 
commercial  crisis,  as  in  1884  or  1894, 
railroad  securities  fell  along  with  other 
seenrities.  But  the  property  was  in  a 
better  position  to  stand  such  vicissitudes 
than  it  is  today.  Half  of  the  outstand- 
ing liabilities  were  in  the  form  of  capital 
stock,  whose  dividends  could  be  in« 
creased  in  good  years  and  reduced  in 
bad  ones  without  disturbing  the  rights 
of  the  holders  or  the  general  conditions 
of  the  money  market.  Any  business 
man — or  for  that  matter  any  fanner — 
knows  how  much  better  it  is  in  weather- 
ing rough  conditions  if  your  property 
is  mortg^aged  for  les's  than  50  per  cent 
of  its  apparent  value  instead  of  for 
more  than  60  per  cent,  as  it  is  at 
preswt 

What  was  the  secret  of  the  growth 
and  prosperity  of  the  railroads  in  the 
closing  years  of  the  last  century?  It 
is  to  be  found  in  the  intelligent  and 
appreciative  attitude  of  the  public  to- 
ward railroad  men  and  railroad  prob* 
lems.  There  was  a  general  recognition 
that  the  prosperity  of  the  country  w^as 
bound  up  in  the  prosperity  of  the  rail- 
roads; that  the  permanent  interests  of 
the  shipjpers  and  the  stockholders  were 
seldom  if  ever  far  apart;  that  progress 
in  railroading  as  in  other  lines,  was  to 
be  sought  by  giving  people  as  much 
liberty  as  possiible  to  make  their  own 
^cperiments;  and  that  legialation  in  a 
free  commonwealth  should  seek  to  re- 
strain specific  abuses,  rather  than  to 
deprive  property  owners  of  their  free- 
dom and  their  initiative  on  a  large  scale. 

Two  great  men  were  on  the  scene  of 
action  who  knew  how  to  take  advantage 
of  this  state  of  mind  and  make  it  the 
bams  of  a  constructive  policy — ^Albert 
Fiiik,  of  Louisville,  from  the  fiide  of 
the  railroads  and  Oharles  Francis 
Adams,  of  Bfassachusetts,  from  the  side 
of  the  public  authorities.  The  political 
economy  of  railroads,  as  Adams  and 
Fink  developed  it,  may  be  summed  up 
in  two  paragraphs. 

1.  The  railroad  is  not  removed  from 

the  action  of  c<Hnpetition  to  the  extent 
which  is  commonly  suppos'ed.  It  must 
develop  the  district  which  it  serves,  in 
competition  with  other  districts  and 
perhaps  with  other  conntries— 4or  in- 
stance, when  it  becomes  a  question  of 
enaWing  the  American  farmer  to  sell 
his  wheat  at  Liverpool.  To  do  this  it 
must  adapt  its  rates  for  different  classes 
of  trafiBc  to  the  needs  of  bnsdness.  The 
best  -WSJ  to  protect  the  loeai  A^per  is 
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to  see  that  he  gets  the  full  benefit  of 

tMa  indirect  competition  by  laws  pro- 
viding for  equality  of  treatment  and 
publicity  of  rates.  The  pciinanent  in- 
terests of  the  railroad  owners  no  les^s 
than  of  the  public  demand  such  equality. 
For  the  road  that  charges  high  rates 
when  there  is  no  competition  kills  its 
own  best  customers  for  the  sake  of  a 
purely  temporary  gain. 

2«  Bven  apart  from  such  competi 
tloJK  additional  capital  put  into  rail- 
roads means  lowering  of  rates.  Scant 
capital  means  high  operating  expenses 
for  each  unit  of  traffic;  a  road  which 
has  cost  Itttiie  per  mile  can  make  money 
only  by  charging  high  rates  on  a  small 
volume  of  business.  Abundant  capital 
means  low  operating  cos.t  per  unit  of 
traffic.  A  road  with  first-rate  grades 
and  bridges  find  track  can  handle  two 
or  three  times  as  heavy  loads  a<s  an 
inferior  line  with  a  given  expenditure 
for  fuel  and  wages.  Its  primary  inter- 
est is  to  develop  large  business;  for 
<die  sake  of  dMng  this,  it  v^  if  left 
free  to  pursue  its  own  interest,  reduce 
its  rates  lower  than  the  cheaper  line 
would  think  of  doing  for  itself,  or  could 
be  forced  to  do  by  public  authority. 

History  of  Railroad  Rates 

The  best  proof  of  the  soundness  of 
these  general  views  is  found  in  the  his- 
tory ox  railroad  rates.  During  the  last 
half  century  the  years  in  which  rail- 
road legislation  was  most  fully  under 
the  dominion  of  these  ideas  were  those 
from  1880  to  1S86.  This  was  the  time 
when  there  was  least  restrictive  legis- 
lation and  greatest  freedom  given  to 
railroad  men  to  make  progress  in  their 
own  way*  Daring  this  period  rail- 
road charges  on  freight  pet  ton  per  mile 
fell  from  1.29  cents  in  1880  to  1.04  cents 
in  1886 — quite  as  rapidly  as  in  any  sob- 
sequent  period  of  equal  length. 

Unfortunately  the  progress  towards 
equalizing  chargesi  was  not  so  satisfac* 
tory  as  the  progress  towards  lowering 
them;  and  the  Interstate  Commerce 
Act  of  1887  was  passed  to  correct  this 
difficulty.  Bnt  the  Interstate  Com- 
merce Commission,  headed  by  the  emi- 
nent jurist  Thomas  M.  Cooley  of 
Michigan,  accepted  heartily  the  general 
principles  of  railroad  economics  which 
Adams  and  Fmk  had  developed.  For 
20  years  the  commission  was  occupied 
with  coripcting  individual  abuses  of 
power,  rather  iban  with  actual  rate- 
making. 

The«e  two  decades  form  1887  to  1906, 
w^hen  the  companies  retained  their  in- 
itiative, and  the  commission'  exercised 
supervisory  powers  on  the  lines  laid 
down  by  Judge  Cooley,  were  from  the 
public  standpoint  the  most  satisfactory 
period  in  the  history  of  American  rail- 
roading. In  spite  of  two  severe  com- 
mercial crises  the  railroads  were  able 
to  maintain  their  service  on  an  efficient 
bacds  and  to  keep  pace  with  public 
needs.  Whfle  freii^t  rates  f ^  from  a 


cent  a  ton  a  mile  to  barely  three- 
quarters  of  a  cent,  traffic  and  earnings 
increased  so  fast  that  the  ratio  of  net 
income  to  capital  rosx'  from  4  per  cent 
to  6  per  cent.  This  state  of  things  en- 
abled the  companies  to  offer  good  wages 
to  railroad  labor,  and  good  prospects 
to  railroad  investors.  Good  wages  for 
labor  and  the  opportunities  of  promo- 
tion that  went  with  them,  meant  loyal 
and  continnous  service  to  the  public. 
Good  prospects  for  investors  meant  that 
the  companies  could  build  the  new 
tracks  and  buy  the  new  equipment 
whidk  was  needed  to  take  care  of  tiie 
increasing  business  promptly  and  eco- 
nomically. Never  was  the  principle  bet- 
ter illustrated  that  good  business  means 
advantage  to  both  sides. 

Birth  of  '  Watered  Stock"  Idea 

But  as  time  went  on  large  groups  of 
shippers  began  to  think  that  the  rail- 
roads were  getting  too  much  of  the 
total  advantage.  Few  of  them  wonld 
have  objected  to  a  return  of  6  per  cent 
if  they  had  believed  that  the  nominal 
capitalization  represented  our  actual 
investment  of  money  by  its  equivalent 
But  they  had  been  led  to  think  that  rail- 
road stock  was  mostly  "water" — certi- 
ficates issued  to  make  it  look  as  if  the 
investment  were  much  larger  than  it 
really  had  been,  and  serve  m  an  excuse 
for  charging  h^her  rartes  than  were 
really  fair  or  necessary.  It  is  easy  to 
see  how  this  view  came  to  prevail.  In 
the  large  manufacturing  trusts  or  com- 
binations of  capital  which  were  organ- 
ized in  almost  every  line  in  the  years 
from  1898  to  1902.  common  stock  fre- 
quently, and  perhaps  generally,  was 
water — it  represented  good  will  and 
capitalised  expectations,  rather  than 
actual  physical  investment.  And  thoiiygh 
this  was  apparently  not  true  to  anything 
like  an  equal  degree  in  our  large  rail- 
road consolidations  there  had  unfortu- 
nately been  two  or  three  conspicnons 
instances  of  railroad  stock-watering, 
like  the  Rock  Island  or  the  Alton, 
which  were  exploited  to  the  utmost  by 
magazine  writers  or  political  partisans, 
and  g^ve  the  public  a  wrong  idea  of  the 
general  situation. 

The  result  was  that  the  attitude  of 
the  public  becanne  less  friendly  to 
railroads  and  railroad  stockholders  than 
it  had  been;  and  that  a  series  of  acts 
was  passed  which  had  the  effect  of  tek- 
ing^  from  the  hands  of  the  railroad  of- 
ficials much  of  the  initiative  and  in- 
dependence which  they  had  previously 
possessed.  By  the  amendatory  acts  of 
1906  and  1910  the  power  over  rates 
which  had  been  granted  the  com- 
mission under  the  Interstat)e  Com- 
merce Law  was  greatly  increased,  and 
the  freedom  of  tiie  traffic  officers  of 
the  roads  correspondingly  diminished. 
The  Safety  Act  of  1910  had  somewhat 
the  same  effect  in  restricting  the  dis- 
cretion of  the  operating  <^eer8.  The 
orighial  Safety  Act  of  1497  had  rimply 
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demanded  results;   the  new  act  em- 

I'Owered  the  commission  to  prescribe 
the  means  which  should  be  used  tO  at- 
tain these  results. 

Rates  Ordered  Cut  as  Prices  Rose 

It  wag  unfortunate  both  for  the 
Interstate  Commeree  Commission  and 
for  the  country  that  this  legi«ilat^on 
was  followed  by  a  period  of  risisir 
prices.  For  if  prices  had  remained  sta- 
tionary, it  is  not  probable  the  commis- 
sion would  have  used  its  new  powers  to 
reduce  railroad  freight  charges  23  per 
cent  in  5  years.  The  fa«t  that  tlie  tail- 
nmds  were  already  paying  out  70  per 
cent  of  their  net  earnings  in  operating 
expenses  and  taxes  would  have  shown 
tbe  obvious  perils  to  railroad  efficiency 
and  solvency  which  such  a  course 
brought  with  it.  But  the  cwnmission 
did  wiiat  amounted  to  the  same  thing 
when  it  reduced  freight  rates  5  per 
cent  between  1911  and  1916  while  gen- 
eral prices  were  rising  24  per  cent,  ^e 
only  way  in  which  the  solvency  of 
American  railroad  companies  could  be 
maintained  in  the  face  of  such  drastic 
action  was  by  increa'sing  train  loads  ar.d 
keeping  w^ages  down. 

Much  was  done  in  both  directions 
The  average  number  of  tons  carried  in 
freight  trains  was  increased  nearly  40 
per  cent  (from  383  in  1911  to  534  in 
1916)  during  tike  period  in  question. 
The  rates  of  pay  of  railroad  men  were 
kept  as  low  as  was  humanly  possible. 
But  it  w^-s  not  to  be  expected  or  de- 
sired that  the  wagea  of  railroad  em- 
ployes Ediould  remain  unchanged  while 
the  cost  of  living  went  up  24  per  cent 
and  wages  in  other  industries  were  ad- 
vancing correspondingly.  The  time  came 
in  1916  when  the  railway  brotherhoods 
threatened  a  nation-wide  strike  for  an 
advttnee  of  their  wages  to  correspond  to 
the  new  price  level;  and  the  inability 
or  unwillingness  of  the  companies  to 
meet  this  demand  led  to  the  passage  of 
the  Adamson  Law  of  1916,  wMch  took 
the  control  of  wag«  scales  out  of  their 
hands,  and  left  the  determination  of 
their  wage  rates  to  a  new  and  indepen- 
dent authority  called  the  Rajlroad 
Labor  Board. 

Investing  Public  Alarmed 

The  investing  -public  had  already 
taken-  alarm  at  the  Acts  of  1910  and 
the  misjudgments  that  were  connected 
with  them.  It  had  become  difSeut^to 
market  railroad  stock.  The  companies 
were  compelled  to  run  into  debt  in  order 
to  provide  the  increased  facilities  which 
were  needed  to  enable  them  to  handle 
the  business  which  the  public  offered. 
The  report  of  the  Railroad  Securities 
Commission  of  1911  emphasized  this 
fact  and  called  attention  to  the  dau-gers 
which  it  involved.  The  appr^en- 
non  expressed  in  this  report  were 
only  too  fully  justified  by  subse- 
quent events.  The  power  of  the  weaker 
roada  to  borrow,  and  the  willingneas  of 


the  stronger  ones,  were  ^radmlly  ex-  . 
hausted.  Railroad  facilities  failed  ^  to 
keep  pace  with  the  country's  growing 
needs.  While  the  freight  traffic  of  the 
country  increased  from  253,784,000,000 
ton-miles  in  1911  to  343,477,000.000  in 
1916,  or  more  than  35  per  cent,  the 
number  of  freight  cars  in  which  to 
handle  it  increased  only  from  2,196,- 

000  to  2,827,000— juot  under  6  per  cent*. 
The  total  number  of  locomotives  in- 
creased still  more  slowly — from  61,327 
to  63,862,  or  only  about  4  per  cent.  The 
climax  was  reached  in  1917,  soon  after 
America's  entry  into  the  war,  when  the 
Government  stopped  all  deliveries  of 
locomo'tives  in  order  to  utilize  the  steel 
mills  for  munitions  exclusively.  The 
winter  of  1917-1918  found  us,  as  a  re- 
sult of  a  series  of  mistaken  measures, 
actually  short  of  physical  means  to  put 
the  goods  we  had  produced  into  the 
places  where  we  wanted  them. 

The  administration  did  the  only  thing 
posfidble  under  the  eircumstaneea  It 
cut  the  knot  into  which  the  country  had 
tied  itself  by  taking  the  maragement  of 

1  he  roads  into  its  own  hands  as  a  war 
measure;  reversing  its  policy  on  loco- 
motive delivery  and  ignoring  the  au* 
thority  of  commissions  when  they 
seemed  likely  to  interfere  with  its  ovm 
ideas  of  efficient  operation. 

Government  Management  a  Failure 

But  while  Government  management 
had  the  advantage  of  being  free  from 
the  shackles  which  had  been  placed  on 
corporate  management,  it  did  not  prove 
a  success  firom  an  economic  standpoint. 
While  some  sources  of  waste  were  eli- 
minated, new  and  greater  ones  were 
introduced.  Costs  went  up ;  revenue 
stayed  down^  Even  after  the  conclu- 
sion of  peace  the  Government  did  not 
venture  to  devise  a  rate  sjstem  in  any 
way  adapted  to  post-war  prices  and 
conditions.  In  no  year  of  Government 
operation  did  the  railroads  piay  inter* 
est  on  the  capital  invented;  in  one  year 
they  failed  to  meet  current  operating 
expenses.  The  resulting  deficits  were 
made  up  by  increase  of  public  debt. 
The  roads  were  returned  to  the  com- 
panies short  of  current  assets,  short 
of  equipment,  and,  unless  something 
was  done  to  relieve  the  situation,  short 
of  present  credit  or  prospecive  income 

The  impossibility  of  expecting  the 
railroads  to  meet  public  needs  und^t 
such  conditions  was  so  obvious  that  an 
act  was  passed  by  Congress  at  the 
beginning  of  1920 — tne  Esch-Cummings 
Law — which  provided  for  an  immediate 
increase  of  railroad  rate«  by  the  Inter- 
state Commerce  Commission  to  a 
point  which  should  make  the  railroad 
capital  of  the  country  yield  an  aver- 
age return  of  from  5%  to  6  per  cent. 
The  gain  in  current  revenue  from  this 
policy  has  looked  so  promising  that 
the  railroad  companies  of  the  country, 
with  some  help  from  the  Government, 
have  been  able  to  borrow  the  |ljl60»* 
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000,000  which  they  had  to  spend  in  1920 
and  1921  to  make  good  the  graye  defi- 
ciency in  railroad  equipment  which  had 
resulted  from  the  ill-judged  legislation 
of  the  decade  preceding  our  entry  into 
tiie  war. 

Esch-Cummings  Law  No  Solution 

But  though  the  Esch-Cummings  Act 
was  of  great  use  in  pulling  us  out  of 
the  particular  hole  in  which  we  found 
oorselTes  when  the  Government  re- 
turned the  railroads  to  the  owners,  it 
was  in  no  sense  a  solution  of  the 
American  railroad  problem.  It  left  the 
control  of  rates  in  the  hands  of  one 
board  and  of  wages  in  imotiier.  It  pur- 
ported to  assure  the  railroads  a  satis- 
factory return  on  their  stock;  but  it 
has  failed  to  do  so  in  actual  practice. 
For  if  the  roads  make  more  than  6  per 
cent  the  law  does  not  leave  the  com- 
panies free  to  divide  the  surplus  among 
the  stockholders;  and  if  they  make  less 
than  6  per  cent,  it  holds  out  no  assur- 
ance that  the  deficiency  will  be  made 
good.  It  is  in  effect  a  Umitation  of 
dividends  rather  than  a  guarantee  of 
dividends.  There  are  certain  provisions 
in  the  bill  intended  to  protect  security 
holders  of  the  weaker  roads;  but  they 
have  not  resulted  in  anything  substan- 
tial thus  far.  and  It  is  doubtful  whether 
they  ever  will.  It  is  not  to  the  Esch- 
Cummings  Law  that  we  can  look  for 
permanent  relief  from  the  dangers  to 
operating  efficiency  and  public  service 
set  for&  at  the  b^inning  of  this  arti- 
cle. 

In  what  direction  shall  we  look?  Some 
men  say,  "In  the  direction  of  Govern- 
ment ownership  and  operation."  On 
purely  theoretical  grounds  there  is  a 
good  deal  to  be  said  in  favor  of  this 
answer.  The  traffic  department  of  a 
railroad,  in  its  dealinin^  with  shippers, 
ezerdses  what  is  to  aU  int^ts  and 
purposies  a  taxing  jwwer;  and  the 
public  has  a  natural  reluctance  to  leave 
anything  like  a  taxing  power  in  the 
hands  of  officials  of  a  private  corpora- 
tion. Five  years  ago  this  argument 
might  have  proved  decisive.  But  actual 
Government  operation  in  the  three 
years  from  1917  to  1920  was  so  un- 
satisfactory t^t  it  would  be  foUy  to 
trj  the  experiment  over  again,  until 
our  Government  departments  have 
reached  a  higher  level  of  business  saga- 
city and  freedom  from  political  control, 
or  until  the  taxes  already  collected  by 
our  Government  are  more  wisely  ad- 
justed and  more  economically  spent. 
And  if  the  Government  is  not  to  operate 
the  roads,  very  little  good  could  come 
from  having  it  own.  them. 

A  second  group  desires  to  have  rail- 
roads controlled  as  far  as  possible  by 
the  employes  themselves.  The  *Tlumb 
Plan/'  of  which  we  heard  so  much 
tiiree  or  four  y^rs  ago,  provided  for  a 
board  of  managers  composed  of  repre- 
sentatives of  the  labor  unions,  the 
owners,  and  the  public,  which  should 


guarantee  a  fixed  return  to  railroad 
capital,  and  determine  annually  in  its 

discretion  what  were  proper  rates  and 
proper  wages  for  the  next  year.  If  at 
the  end  of  the  year  there  was  a  surplus, 
it  should  be  divided  between  the 
laborers  and  the  public;  if  there  was  a 
deficit,  the  public  should  pay  it  all.  But 
any  such  arrangement  as  that  involved 
in  this  last  clause  makes  the  laborers 
urge  their  representatives  to  fix  wages 
too  hi^h  for  good  railroad  economy; 
and  to  resist  such  pressure  the  leaders 
have  to  be  not  only  very  wise,  but  also 
very  sure  of  their  power. 

The  events  of  1922  in  connection  with 
the  shopmen's  strike  make  is  clear  that 
the  wiser  heads  among  our  railroad 
labor  leaders  are  not  so  sure  of  their 
power  as  would  be  desirable  for  them 
and  for  the  country.  When  tiie  Plomb 
Plan  was  first  proposed,  the  success  of 
men  like  Stone  and  Lee  in  winning  the 
fight  of  the  bro'therhoods  against  the 
companies  in  1916,  had  given  them  great 
temporary  prestii^e  and  influence  with 
all  classes  of  railroad  labor— outside  the 
brotherhoods  as  well  as  inside.  This 
influence  they  tried  to  consolidate  during 
the  years  of  Governmenc  operation,  in 
the  hope  that  they  might  build  up  a 
loyalty  to  conservative  leaders  that 
would  take  the  place  of  the  men's  old 
loyalty  to  their  several  companies.  In 
this  they  appear  to  have  been  unsuc- 
cessfuL  Not  only  was  t&e  ^'outside" 
union  of  shopraenf  wholly  out  of  hand  in 
1922,  but  there  were  strong  indications 
that  the  I.  W.  W.  had  got  control  of 
units  of  the  brotherhoods  themselves 
on  a  considerable  scale.  Und^  condi* 
tiaoB  like  these,  the  attempt  to  solve 
our  railroad  problems  by  giving  organ- 
ized labor  a  large  share  in  railroad  con- 
trol seems  even  less  advisable  than  a 
direct  resort  to  Government  manase* 
ment. 

There  is  a  third  way  open  to  us:  To 
treat  railroad  business  as  nearly  as 
possible  in  the  same  way  that  we  treat 
other  kinds  of  business. 

Rates  and  Wages  Must  Move  in  Unison 

If  we  attempted  to  regulate  banks  by 
two  independent  commissions,  one  of 
which  fiihould  fix  the  rates  of  discount 
which  they  could  charge  the  borrowers 
while  the  other  determined  the  rates  of 
interest  they  must  pay  their  depositors, 
everybody  would  Fee  that  this  was  a 
dangerous  system;  that  it  threatened 
the  solvency  of  existing  banks,  and 
would  frighten  away  the  capital  that 
ought  to  go  into  banking  business  if  the 
credit  of  the  country  is  to  be  properly 
developed.  Yet  tdiis  is  precisely  what 
we  do  in  regard  to  our  railroads.  The 
rates  'they  shall  charge  are  determined 
by  the  Interstate  Commerce  Cocnmis- 
sion;  the  wages  they  shall  pay,  by  the 
Railroad  Labor  Board. 

Every  business  man  knows  that  rates 
and  wages  must  move  hand  in  hand. 
The  extent  to  which  a  manufacturer  can 
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reduce  prices  to  develop  business  de- 
pends largely  upon  the  scale  of  wages 
he  has  to  pay;  and  conversely,  the 
amount  of  wages  whkrh  he  can  pay  de- 
pends upon  the  prices  he  <?an  charge 
for  his  goods.  If  the  prices  which  he 
can  get  are  controlled  by  a  board  which 
looks  chiefly  at  the  needs  of  his  cus- 
tomers, and  the  wages  whic^  he  must 
pay  by  a  txmrd  which  looks  primarily 
at  the  requirements  of  his  laborers,  the 
margin  between  receipts  and  expenses 
gets  too  !:«nall  to  attract  into  the  busi- 
ness the  capital  necessary  for  paying 
the  laborers  and  producing  the  gooda 
This  is  just  what  is  happening  in  rail- 
road business  today;  and  the  first  step 
out  is  to  put  the  oversight  of  both  rates 
and  wages  into  the  hands  of  one  board, 
which  can  be  held  responsible  for  re- 
salts.  With  centralized  regulation  of 
this  kind,  we  may  hope  to  secure  ade- 
quate facilities,  continuous  service,  and 
reasonable  rates;  without  it  we  are 
boond  to  pnrsae  each  one  by  turns,  to 
the  neglect  or  sacrifice  of  the  others, 
and  to  make  the  railroads  the  less  fitted 
to  serve  the  public  the  more  we  try  to 
regulate  them. 

Suoh  a  board  can  produce  results  in 
two  ways:  by  the  publicity  of  its  find- 
ings, and  by  the  authority  which  the 
law  may  give  it  to  enforce  its  decisions. 
How  mndi  Authority  should  be  given  is 
an  open  question.    II  depends  some- 
what upon  the  personntel  of  the  board. 
With  a  man  like  Adams  as  chairman 
no  authority  at  all  was  necessary;  he 
put  tldnga  so  clearly  tiiat  what  he  said 
west.  He  got  the  public  behind  him  at 
once.  But  this  was  an  exception-al  case, 
and  it  may  be  taken  for  granted  that 
any  national  railroad  board  today  would 
be  given  some  powers  beyond  Ifte  power 
to  report.    The  all-important  thing  is 
that  any  authority  which  the  board  has 
should  extend  equally  over  the  repre- 
sentatives of  the  stockholders  and  the 
representatives  of  the  laborers.  Any- 
thuig  in  the  Clayton  Act  or  in  the  anti- 
trus-t  legislation  of  the  United  States 
which  allows  one  group  o-f  men  or  their 
leaders   to   do   things   with  impunity 
which  could  result  in  fine  or  imprison- 
ment for  fnenri>er«  of  another  group, 
must  be  swept  away.    Removal  of  saich 
special  legislation  from  the  statute  book 
is  not  only  necess-ary  to  enaHe  tiie 
board  to  protect  the  public;  it  should 
also,  in  the  long  run,  help  the  conserva- 
tive men  among  the   laborers  them- 
selves.  For  any  law  which  exempts  one 
class  of  men  from  penalties  for  its 
violation,  encourages  the  more  reckless 
members  of  that  class  to  take  ad- 
vantage of  this  immunity,  to  the  detri- 
ment of  public  convenience    and  often 
of  public  oi-der. 

Kind  of  Regulatory  Body  Needed 
To  work  eff-eotively,  a  railroad  board 
at  the  proposed  would  have  to  be 
radically  different  in  its  character,  its 
outlook,  and  its  training  from  what  the 
Interstate  Commerce  Commission  now 
is.   This  is  not  intended  as  a  criticism 


of  the  members  of  the  commission,  who 
are  a  remarkably  high-minded,  hard- 
working, <and  patriotic  body  of  public 
officials.    It  is  simply  a  recognition  of 
the  fact  that  the  things  which  most  need 
to  be  done  today  to  restore  our  rail- 
roads  to  the  condition  of  efficiency 
which  they  enjoyed  15  years  ago  are 
those  which  the  Interstate  Commerce 
Commission  has  not  done,  and  which 
most  of  its  members  have  no  tbeen 
trained  to  |do.    From  the  very  begin- 
ning, the  commission  has  been  over- 
worked. It  has  had  two  sets  of  duties 
imposed  upon  it.  the  general  duty  of 
informing  itself  as  to  the  manner  in 
which  railroad  business  is  conducted, 
and  of  maUng  reports  and  recommeudti- 
tions  to  Gongreae  on  matters  which  it 
considered  important;  and  the  special 
duty  of  investigating  complaints  against 
the   carriers  and  assisting  the  com- 
plainantB  to  obtais  redress  when  their 
claims  were  well  founded.  The  number 
and  pressure  of  such  complaints  has 
been  so  great  that  the  commission  is 
given  scant  time  for  the  fulfilment  of 
its  broader  obligations  towards  Cob* 
gross  and  the  public;  particularly  as 
few  of  its  members  have  had  practical 
experience  of  the  difficulties  and  perila 
ol  railroad  management. 

A  group  of  men  who  are  largely  oc- 
cupied in  looking  at  rate  queations  ex 
parte  from  the  standpoint  of  indivi- 
duals, and  who  have  not  as  a  rule  had 
previous  training  in  railroad  administra- 
tion or  economics,  is  obviously  &ot  fitted 
to  deal  with  a  situation  like  that  which 
confronts  us.    As  an  adjunct  to  our 
commerce  courts  it  can  continue  to  do 
great  service.    But  to  supervise  our 
railroad  policy  as  a  wh<^e»  we  need 
a  body  of  quite  another  stamp.  To 
prevent  the  public  interest  from  being 
sacrificed  to  the  immediate  demands  of 
groups  of  shippers  or  laborers  or  bank- 
ers, we  must  hare  a  body  of  men  wilh 
exceptional    previous    knowledge  and 
I  understanding  of  railroad  business  in  its 
various  aspects;  men  who  can  see  the 
public  duties  and  needs  and  dangers  of 
our  railroad  system  as  a  whole  in  the 
same  dear  light  in  which  the  Federal 
Reserve  Board   has   seen  the  public 
duties  and  needs  and  dangers  of  our 
banking  system.    We  should  give  rail- 
road managers  tike  same  chance  that 
i  we  give  managers  in  every  other  line  of 
business   which   has  large   and  com- 
plex public  obligations — the  chance  of 
dealing  with  officials  who  before  their 
appointment  have  'had  either  actual 
experience  in  the  conduct  of  the  busi- 
ness or  special  knowledge  of  the  cir- 
cumstances under  which  it  is  conducted. 
Thus  and  thus  only  can  we  maintain  the 
efficiency  and  solvency  of  our  trans- 
portation system   on  the   same  high 
level  as  the  efficiency  and  aolvency  of 
our  credit  sysitem. 


editor's  Note.— This  article  Is  reprinted  in 
part  from  the  April  number  of  the  Yale 
Review  by  special  permSasion  of  Dr.  Hadley 
and  the  publishers. 
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Less  Federal  Regulation 

Is  Great  Need  of  Railways 


By  A.  H.  SMITH, 

Pre^ident^  New  York  Central  Linen 


We  cannot  hope  to  be  wholly  free  at 
any  time  from  a  discussion  of  rates 
and  wages.  Fluctuations  in  business 
tend  to  ease  one  and  aggravate  the 
other,  or  vice  versa.  A  contented,  or- 
derly, busy  state  of  the  country,  free 
from  agitation  for  political  or  constitu- 
tional Aanges,  should  perhaps  result  in 
a  more  even  tenor  of  the  conduct  of 
eadi  constituent  industry  in  the  country 
and  peibatps  beat  promote  the  indi- 
vidual prosperi^  and  happiness  of  all 
its  citizens.  If  such  sentknents  pervade 
the  minds  of  a  large  number  of  people 
in  the  country  this  ought  to  be  a  good 
year,  accompanied  by  an  improvement  in 
the  conditions  of  railway  properties  and 
in  the  effid^M^  of  their  service  to  the 
public. 

It  is  probable  that  the  physical  con- 
dition of  the  railroads  was  never  ideal; 
it  is  probable  tiiat  it  has  been  unsatis- 
factory during  recent  years;  but  this 
has  been  realized  by  most,  if  not  all,  of 
the  railroad  managements  and  such 
steps  as  their  means  offered  and  as 
the  state  of  the  country  permitted  have 
been  actively  pursued  to  retrieve  the 
fact.  With  a  fair  show  it  should  not 
take  the  railroads  any  louger  to  get  back 
to  normal  than  any  other  indostxy 
the  cowtey. 

Laws  Act  as  Haraasa 

Of  course  it  must  be  realised  that 
laws  and  regulations  applicable  to  the 

railroad  busmess  are  now  virtually  a 
harn-ess,  whether  it  was  the  intention 
or  not,  so  that  there  is  not  the  scope, 
as  regards  available  means  and  re- 
sources,  to-  the  railroad  managements, 
anything  like  that  which  pertains  and 
is  available,  /perhaps,  to  those  forms 
of  industry  in  the  country  which  have 
more  freedom  of  action  and  whose  busi- 
ness is  still  respondve  to  its  own  au- 
tonomous control. 

I  would  not  like  to  convey  the  idea 
that  laws  and  regulations  should  not 
aqpply,  but  it  is  one  thing  that  these 
should  be  a  guide  or  boundary  and  quite 
another  thins  when  they  become  a  har- 
ness. 

As  to  the  probable  amount  of  new 
financing  needed  by  the  railroads  in 
1923,  it  is  very  hard  to  estimate  be- 
cause financing  arises  from  several 
necessities;  for  instance,  there  is  re- 
funding. I  have  no  information  avail- 
^e  as  to  the  amount  of  refunding  that 
the  railroads  must  confront  during  the 
year.  Then  there  is  the  finan-cing  due 
to  additions  to  road  and  equipment, 


which  in  turn  is  governed  by  business, 
by  the  cost  of  such  improvements  and 
by  the  cost  of  the  necessary  funds  to 
do  it.  At  the  present  time  the  busi- 
ness outlook  seems  to  bid  fair  to  con- 
tinue, for  a  while  at  least,  the  activity 
which  we  witnessed  for  the  past  few 
months.  With  these  factors  all  in  mind 
it  would  seem  that  a  sid»stantial  amount 
of  new  financing  might  be  necewary, 
but  that  untoward  circumstances  either 
in  condition  of  credit  or  business,  or 
perhaps  legislation,  would  undoubtedly 
cause  it  to  shrink. 

Seasons  af  Car  Sbartataa 

An  acute  car  shortage  is  ilkely  to  de- 
velop any  time  when  under  conditions 
of  business  activi'ty  all  'the  shippers 
want  to  forward  freight  ^at  once.  If 
you  have  a  coal  strike  that  retards  the 
accumulation  of  the  winter's  supply  of 
coal  at  points  of  consumption  and  this 
strike  continues  until  the  face  of  winter 
there  is  no  method  known  by  which  a 
"car  shortage"  can  be  avoided  on  the  re- 
sumption of  mine  operations.  The 
country  could  hardly  afford  to  have 
railroad  facilities  and  equipment  enough 
so  that  all  the  coal  required  for  a  win- 
ter's supply  could  be  loaded  and  sh^»ed 
in  a  month. 

Again,  there  are  times  when  fruit 
crops  are  desired  to  be  shipped  in  such 
short  space  of  time  that  it  <seems  almost 
impracticable  to  get  together  enoug^h 
refrigerator  cars  to  satisfy  the  demand. 
These  seasonal  demands  are  factors 
that  ought  carefully  to  be  weighed  in 
connection  with  all  views  that  are  ad- 
vanced with  reference  to  the  solution 
of  the  so-called  "car  service"  problem 
of  the  country.  Take,  for  instance,  the 
fruit  growing  industry.  More  and  more 
the  producers  have  sensed  the  matter 
and  have  organized  and  built  warehouse 
facilities  so  that  the  forwarding  of  the 
crop  can  be  spread  over  such  a  period 
of  time  as  to  achieve  primarily  a  more 
advantageous  marketing  of  the  crop 
and  secondarily,  of  course,  a  more  ad- 
vantageous and  reasonable  use  of  the 
transportation  facilities.  It  would 
9eem  to  follow  logically  that  a  reason- 
able and  continued  use  of  transportation 
facilities  rather  than  a  **feast  and 
famine'*  method  of  using  them  will  re- 
sult in  improved  service  and  reduced 

cost  . 
However,  the  fundamental  problem  of 

the  car  shortage  is  the  question  of  who 

will  provide  the  cars  and  after  they 

are  provided  who  will  get  the  use  of 

them.  There  is  no  incentive  to  a  rail- 
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road  to  provide  cars  which  are  to  be 
put  in  a  pool  and  distributed  from 
Washington  or  other  central  points. 
So  remote  &athority,  with  such  wide 
responsibility,  cannot  help  but  be  (be- 
hind the  fact  of  necessity  which  lat  any 
time  may  confront  a  shipper  and  a  car- 
rier on  the  spot.  Any  idea  that  car 
supply  can  be  dealt  with  better  from  the 
Capibal  at  Washington  than  it  can  be 
from  the  immediate  neighborhood  by  a 
responsible  railway  management  which 
not  ondy  has  its  plain  dn-ty  to  provide 
£he  car,  but  also  bas  a  ri^t,  mutually 
witJi  die  shipper,  in  and  to  the  use  of 
the  car  after  it  is  provided,  is  erron- 
eous. 

The  public  are  badly  deceived  as  to 
the  car  question  owing  peiteps  to  the 

indiscriminate  use  of  the  word  *'car." 
Freight  cars  are  not  all  -eligible  for 
unrestricted  indiscriminate  use  by  any 
means  and  it  would  revolutionize  the 
economics  of  Vhe  country  if  they  *were 
undertaJcen  to  <be  eo  used.  For  very 
gooa  reasons  the  equipment  require- 
ments differ  in  substantial  degree  in 
various  parts  of  the  country,  particu- 
larly Willi  classes  of  lading  Which  can- 
not be  satisfactorily  handled  and  pro- 
tected in  shipment  by  an  interchange- 
able standard  car. 

These  things  are  all  known  as  a  part 
of  the  railroad  business,  ju9t  as  the 
characteristics  of  various  fonts  of  t^pe 
are  known  in  a  newspaper  office.  The 
word  "type,"  however,  may  have  a 
meaning  to  the  public,  whatever  it  is, 
jurst  as  the  word  "car"  may  have  a 
meaning  to  the  public,  whatever  it  is; 
but  when  you  start  to  set  up  type  you 
hrve  to  know  the  details ;  that  is,  the 
sub-division  into  classes  and  the  use  of 
the  various  classes,  and  what  is  fea&ible 
in  their  manipulation  so  as  to  make  a 
result  that  means  or  achieves  something. 

There  can  never  be  an  adequate  car 
supply  for  the  benefit  of  the  country 

00  a  whole  until  the  sum  of  the  'parts 
are  not  deficient  in  themselves,  and 

1  know  of  no  way  whereby  this  defi- 
ciency in  parts  can  be  remedied  except 
by  pointing  out  to  each  port  in  princi- 


ple what  its  equipment  ownership 
should  be.  When  this  is  done  I  be- 
lieve the  railroads  will  have  a  mark 
set  to  which  they  will  conform.  When 
this  IB  a  fact  there  will  be  little  diffi- 
culty, under  the  interchange  rules  which 
we  now  have  or  substantially  so,  in 
rendering  greatly  improved  service  both 
in  character  and  volume  throughout 
the  country.  What  has  been  done  in 
the  matter  of  car  service  has  been 
done  in  sipite  of  the  lack  of  a  consistent 
measure  of  duty  for  each  carrier  where- 
by eadi  was  placed  on  the  same  plane 
manifested  in  'the  organiza'tuon  of  the 
equipment  ownership. 

Consolidation's  may  or  may  not  be 
advisable.  It  depends  upon  the  cases. 
Generally  it  would  seem  consolidations 
that  follow  rational  developments 
hitherto  and  perhaps  accord  with  exist- 
ing physical  facts  are  preferable  to  em- 
pirical groupings  of  lines.  The  advan- 
tages to  roads'  from  consolidation  are 
ilirect  functions  of  the  facts  as  to  what 
properties  are  consolidated  and  the  art 
manifested  in  the  oragnization  of  the 
consolidated  (property. 

In  the  interest  of  the  users  of  the 
railroads  it  is  most  desirable  that  they 
shall  be  free  from  additional  legislation 
and  other  interferences.  What  they 
need  is  co-operation,  both  from  the 
brantches  of  Government  that  have  to 
do  with  them  and  from  the  public,  as 
well  'as  among  themselves.  There  is 
need  also,  as  has  been  pointed  out,  of 
fixing  a  ctmsistent  measare  of  dnty  for 
each  carrier  with  respect  to  its  equip- 
ment ownership  obligation. 

It  is  likewise  important  that  the  labor 
situation  be  treated  locally  on  its  own 
merits.  Att^pts  at  nnificatioii  have 
been  unsatisfactory  to  all  concerned- 
Such  a  viewpoint  is- likely  to  m-ake  each 
question  a  national  one  and  perhaps 
ultimately  a  national  menace.  There 
are  geographical,  industrial  and  even 
racial  conditions  which  differentiate 
these  problems  and  because  of  which 
attempts  at  s^tandardization  (or  unifica- 
tion) are  not  for  the  welfare  of  ^the 
country. 
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Economy  and  Better  Service 

Seen  in  Railway  Grouping 

By  HALE  HOLDEN 

President,  ChicagOt  Burlingion  &  Quincy  Railroad 


The  Transportation  act  of  1920  be- 
came effective  on  March  1.  1920,  coin- 
cident with  the  end  of  Federal  control 
of  the  railroads.  It  established  a  new 
transportatiooi  policy  by  introducing  a 
number  of  provisions  ki  the  law  cal- 
calated  to  insure  adequate  railroad  ser- 
vice; among  theee  is  the  group  idea — 
the  grouping  of  railroads  for  the  pur- 
pose of  consolidation  ''into  a  limited 
number  of  systems."  The  commission 
was  required  "as  soon  as  pra^oable" 
to  prepare  and  adopt  a  plan  under 
which  "competition  shall  be  pre- 
served as  fully  possible  and  wherever 
practicable  the  existing  routes  and 
channels  of  trade  and  commrerce  shall 
be  maintained/' 

Numerous  other  important  provisions 
such  as  those  relating  to  the  recapture 
of  excess  earnings  and  means  for  aid, 
financial  and  otherwise,  to  soHndled 
weak  lines  and  others  of  like  general 
import  were  enacted.  The  entire 
scheme  seems  to  have  been  based  upon 
a  program  of  bringing  about  average 
conditioik9  in  the  transportation  situa- 
tion. In  administering  this  new  policy 
of  makftig  rates,  the  commission  has 
placed  the  railroads  of  the  country  in 
several  large  groups,  and  in  doing  this 
has  established  a  body  of  rates  calcu- 
lated, in  its  judgment,  to  enable  the 
average  roads  in  each  group  to  earn 
the  specified  rate  of  return  upon  the 
value  of  the  property  used  in  the  public 
service.  Rates  could  not  be  made  to 
enable  the  weak  roads  in  any  particular 
group  to  earn  that  return  without  at 
the  same  time  enabling  the  strong  and 
well  established  roads  to  earn  more;  in 
establishing  an  average  basis  the  recap- 
ture provisions  of  the  law  were  ex- 
pected to  take  excess  earnings  from 
strong  roads  and  other  provisions  of 
the  law  above  referred  to  provided 
means  to  supplement  the  meager  earn* 
ings  of  roads  less  favorably  situated. 
The  provisions  of  this  new  law  went 
further,  however,  and  by  the  plan  to 
consolidate  into  a  limited  number  of 
systems,  larger  systems  inevitaUy  fid- 
low. 

Group  System  tt  Rata  Makinf 

It  is  evident  that  a  group  system  of 
rate  making  involves  today  the  appli- 
cation of  it  to  railroads  widely  divergent 
in  type  as  to  traffic  and  operation,  and 
equally  divergent  as  to  credit  and  finan- 
dal  strength.  For  this  reason,  without 
the  complementary  establishm  ent  of 
average  systems,  the  rate  regulating 


body  cannot  forecast  with  any  degree 
of  precision  the  probable  results  of  the 
rate  structure  which  the  law  has  re- 
quired it  to  establish  m  group  tarm. 
On  the  other  hand  with  systems  of 
average  type  and  having  reasonably 
like  conditions  each  to  the  other,  a 
distinct  element  of  accuracy  and  calcu- 
laticm  of  resotts  is  afforded  and  the 
estabUiEdunent  of  group  rates  calculated 
to  earn  approximately  the  required  rate 
of  return  is  relieved  of  uncertainty  and 
becomes  the  exercise  of  intelligent 
action.  If  each  system,  as  the  com- 
mission may  determine  it  in  the  final 
plan  for  con'solidations,  should  there- 
fore present  reasonably  average  con- 
ditions, tiiese  conditions  would  appear 
to  mean  that  each  system  riiould  have 
broadly  the  same  diversity  of  traffic, 
well  balanced  by  territorial  distribution, 
climatic  and  crop  conditions,  comparable 
routes  and  channels  of  trade  and  com- 
merce, not  oidy  between  large  centres 
of  industrial  activity,  but  al«o  between 
producing  and  consuming  areas,  where- 
by adequate  competitive  service  will  be 
safeguarded  to  the  public. 

Congress  began  the  investigation  of 
modern  railroad  conditions  in  1916,  pur- 
suant to  a  message  by  President  Wilson 
on  Dec.  7,  191^,  in  which  he  said  in 
part: 

Wilson's  View  of  SitusMon 

**The  transportation  problan  is  an 
ezceecUngly  serio  u  s  and  pressing  one 
in  this  country.  There  has  from  time 
to  time  of  late  been  reason  to  fear  that 
our  railroads  would  not  much  longer  be 
able  to  cope  with  it  successfully,  as  at 
present  equipfped  and  co-ordinated.  I 
suggest  that  it  would  be  wise  to  provide 
for  a  commission  of  inquiry  to  ascertain 
by  a  thorough  canvaiss  of  the  whole 
question  whether  our  laws  as  at  present 
framed  and  administered  are  as  service- 
able as  they  might  be  in  the  solution  of 
the  problem.  It  is  obviously  a  probk-m 
that  lies  at  the  very  foundation  of  our 
efficiency  as  a  people*  Such  an  inquiry 
ought  to  draw  out  every  circometance 
and  opinion  worth  considering  and  we 
need  to  know  all  sides  of  the  matter  if 
we  mean  to  do  anything  in  the  field 
of  federal  legislation,"  and  again; 

^The  question  is  not  What  should  we 
undo?  It  iff,  whether  there  is  any- 
thing else  we  can  do  that  would  supply 
us  with  effective  means,  in  the  very 
process  of  regulation,  for  bettering  the 
conditions  under  which  the  railroads  are 
operated  and  for  making  them  more 
useful  servants  of  the  country  as  a 
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whole.  It  seems  to  me  that  it  might 
be  the  part  of  wisdom  therefore,  before 
further  legislation  in  this  field  Is  at- 
tempted, to  look  at  the  whole  problem 
of  co-ordination  and  efficiency  in  the 
light  of  a  fresh  assessment  of  circum- 
stance and  opinion,  as  a  guide  to  deal- 
ing with  the  several  parts  of  it." 

War  and  Transportation 

This  message  was  doubtless  in  part 
influen<'ed  by  the  approaching  compli- 
cations of  the  World  War,  which  were 
then  beginning  to  make  heavy  demands 
upon  the  American  transportation  sys- 
tem and  which,  whether  this  country 
became  directly  involved  in  it  or  not, 
promised  for  some  years  to  cause  a  dis- 
turbance in  economic  conditions  which 
would  tax  the  istability  and  credit  of 
American  railroacte^  as  well  as  all  other 
forms  of  American  industrial  activity. 
For  the  first  time  the  suggestion  was 
made  from  an  authoritative  source  for 
an  inqniry  into  methods  of  operation 
for  purpose  of  ''co-ordination  and  effi- 
ciency/' In  1916  and  1917  extended 
investigations  by  Congress  were  held, 
interrupted  by  Federal  control  of  the 
road's,  but  again  resumed  in  the  de- 
velopment of  a  basis  under  which  priv- 
ate operation  was  to  be  resumed  in  re- 
sponse to  the  overwhelming  demand  of 
the  country.  The  Transportation  Act 
of  1920  was  the  result  of  extended  hear- 
ings which  began  in  1919,  out  of  which 
came  a  new  constructive  policy  which 
recognized  that  if  private  operation  was 
to  continue  to  meet  the  growing  de- 
mands of  the  country,  an  estabfished 
rule  of  rate  making  calculated  to  enable 
the  railroads  under  honest,  efficient  and 
economical  management  to  earn  a  fair 
return,  wa«  needed,  and  that  the  old 
policy  of  was  t  ef  ul  com  p  e  ti ti on  should 
be  modified  and,  under  public  scrutiny 
and  approval,  the  restrictive  limitations 
found  by  the  courts  in  the  Shei-man 
Anti-Trust  Act  of  and  in  statutes 
of  like  character  in  many  of  tke  states, 
should  be  relaxed. 

Tendency  Toward  Larger  Systems 

From  the  early  days  of  railroad  de- 
velopment in  this  country  there  had 
been  a  steady  movement  tow*ard  larger 
systems,  promoted  b^  the  development 
of  tiie  country,  the  wider  distribution  of 
commodities  and  the  constant  progress 
of  the  science  of  railroading.  While 
some  of  these  combinations  were  un- 
sound and  promoted  from  selfish  finan- 
cial motives  of  individuals  and  failed  in 
consequence,  with  heavy  loss  to  many 
innocent  people  and  with  harmful  re- 
sults to  the  territory  dependent  upon 
them  for  efficient  service,  there  are 
today  in  all  parts  of  the  country  fine  and 
developed  systems  of  extended  mileage 
which  are  only  accounted  for  by  the 
experienced  and  painstaking  efforts  of 
sound  minded  and  pnblic  spirited  rail* 
road  managers  who  had  grasped  the 
opportunities  to  keep  the  American  rail- 
road system  abreast  of  the  miraculous 


growth  of  the  country.  This  process  of 
developing  larger  systems  began  with 
practical  effect  in  the  uiiddle  of  the  last 
rentury  when,  for  illustration,  16  cocn- 
l>anies  operating  short  lines  between 
New  York  and  Buffalo  were  consolidated  • 
into  the  Xew  York  Central  and  Hudson 
River  Railroad  Co.  Many  other  like 
developments  in  Eastern  territory  began 
at  that  time,  particularly  in  order  to 
bring  about  standardisation  of  fquip- 
ment  and  crack  gauge  so  that  through 
routes  could  be  developed  without  trans- 
shipciient  of  lading  or  change  of  cars  by 
passengers.  Thi-:?  process  steadily  con- 
tinued until  by  the  year  1910  a  numb>er 
of  systems  under  common  control  and 
management  approximating  10,000  miles 
of  line  had  been  created.  Decisions  of 
the  courts  under  the  Sheman  Anli- 
Trust  Act  in  several  notable  cases  then 
substantially  brought  this  movement  to 
an  end.  The  scope  of  these  decisions 
left  much  uncertainty  as  to  the  degree 
of  competition  which  fell  within  the 
prohibition  of  this  law  and  this  con- 
dition, added  to  the  growing  results  of 
hostile  and  repressive  public  regulation 
offered  for  the  time  being  little  encour- 
agement for  further  railroad  expansion. 

The  railroad?  of  the  country  entered 
the  strain  of  the  war  with  restricted 
revenues  and  retarded  development  re- 
sulting from  the  refusal  of  public 
authorities  to  recognize  their  rational 
needs,  but  with  courage  and  confidence 
in  their  abttity  to  meet  the  demands 
upon  them.  As  soon  as  they  were  freed 
from  the  harassing  pressure  of  con- 
flitchiug  demands  for  preference  and 
priority  from  the  different  branches  of 
the  Government  during  the  war  and  the 
limitations  of  peace  time  laws  which 
were  soon  found  to  have  no  place  in 
war  time  effort,  they  haaidled  the  war 
needs  of  the  Govermnent  and  the  com- 
merce of  the  country  with  signal  suc- 
cess. The  procfss  of  untangling  the 
railroads  from  the  grasp  of  the  Govern- 
ment compelled  public  authorities  to 
recognize  and  deal  with  the  long  dl^ayed 
demands  of  the  railroad  industry  for  fair 
tr^  aiment.  and  as  a  result  of  the  hear- 
ings which  began  in  1919,  the  Trans- 
portation Act  of  1920  was  enacted. 

Public  Takes  Notice 

Step  by  step  the  new  provisions  con- 
tained in  this  law  are  coming  to  the 
attention  of  the  country  through  prac- 
tical application,  and  the  broad  scope  of  * 
this  niew  sdieme  of  regtdation  is  be- 
coming through  such  events  as  the 
recent  decision  of  the  Supreme  Court  of 
United  States  in  the  so-called  New 
England  Divisions  case  and  through  the 
hearings  which  the  Interstate  Commerce 
Commission  is  conducting  under  the 
consolidation  provisions  of  the  law.  It 
is  evident,  however,  that  the  consolida- 
tion provisions  of  the  law  were  enacted 
without  much,  if  any,  general  public 
consideration  of  the  plan,  nor  the  re- 
sults to  follow^  and  that  now  that  the 
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fuibj^ct  is  under  active  consideration  the 
pablic  in  some  portions  of  the  country 
at  least  has  begun  to  tftbe  an  aetire 

and  critical  interest. 

Some  communities  and  some  people 
see  much  to  be  gained  in  those  oarts  of 
the  program  which  are  near  at  nand  to 
tbem.  This  evidence  of  approval  is 
broadly  based  upon  the  belief  that  the 
plan,  as  they  see  it,  will  improve  service 
and  further  develop  trade  opportunities. 
Other  commuuicie'9  and  other  people 
hold  quite  opposite  views  as  to  the 
plans,  as  they  see  the  effect  upon  them, 
douhting  substantial  improvement  in 
service  and  fearing  loss  in  commercial 
opportunity.  From  some  quarters  ob- 
jection is  raised  because  of  the  belief 
that  compatition  will  be  restricted  and 
the  service  suffer  accordingly,  or  .that 
consolidation  of  local  facilities'  will 
lessen  public  convenience  and  reduce 
local  railroad  expenditures.  There  are 
some  who  profess  to  be  startled  by  this 
sudden  reversal  of  national  policy  which 
now  promotes  and  invites  consolidations, 
when  only  a  few  years  ago  they  rigidly 
opposed  and  in  many  cases  prevented 
and  ordert^d  undone  by  action  in  the 
courts.  Inquiries  are  being  heard  to 
know  how  this  policy  came  about  and 
who  is  responsible  for  it?  The  situation 
is  without  doubt  laboring  under  c(m- 
siderable  confusion  of  fhinikng  and  this 
has  resulted  in  part  from  the  fact  that 
the  commission  has  enbe-red  upon  these 
hearings  by  plunging  into  the  practical 
details  without  having  first  established 
through  inquiry  and  hearings  an  under- 
standing of  the  meaning  of  the  provis- 
ions of  the  law  and  the  principles  which 
should  guide  the  development  of  ^  the 
final  plan  which  the  law  requires  it  to 
announce.  In  Western  territory  aa 
doubtless  elsewhere,  there  are  funda- 
mental conditions  which  require  study 
along  brcKftd  lines  to  &id  tihe  principles 
which  should  goide  the  judgment  to  the 
best  result.  The  growing  influence  of 
competition  through  the  Panama  Canal 
indicates  future  conditions  which  are  not 
yet  <dearly  eeen»  but  which  obviously 
bear  with  important  effect  upon  West- 
ern railroad  systems.  There  are  im- 
portant Western  gateways  of  traffic 
developed  from  early  days  when  West- 
em  rail  emds  met  Western  river  trans- 
portation and  overland  wagon  routes. 
These  conditions  created  gre-at  Western 
jobbing  centres  and  interchange  points 
between  connecting  railroads.  Natural 
anxiety  at  Buch  points  has  been  aroused 
over  the  .possible  effect  upon  established 
conditions  of  this  character  from  theae 
proposed  consolidations. 

Economy  and  Better  Service 

In  these  aspects  of  the  inquiry  it  is 
evident  that  a  good  deal  of  (S>tudy  and 
discussion  remains  before  sound  public 
opinion  is  developed,  but  there  is  evi- 
dence that  opinion  is  developing  that 
the  railroads  should  now  be  permitted 
to  resume  tine  process  of  further  con- 
solidation, insofar  a«        will  be  pro- 


ductive of  economy  and  better  public 
service.  In  practically  all  foims  of 
American  industry  the  tendency  con- 
tinues toward  larger  operations  as  the 
country  grows  and  the  demand  increases 
for  wide  s-pread  distribution  of  com- 
modities. Railroads  should  therefore 
be  permitted  to  develop  along  flimilar 
lines  by  resuming,  now  under  public 
approval;  where  the  enterprise  and 
initiative  of  railroad  managers  of  the 
last  generation  left  the  situation. 

ISie  Transportation  Act  does  not 
make   consolidations  compulsory,  but 

leaves  action,  tmder  the  plan  of  the 
commission,  to  the  voluntary  acceptance 
of  the  railroads.  It  is  doubtful  whether 
conBolidations  can  be  toreed  against- tiie 
will  of  stodkholders  if  they  find  features 
of  the  plan  which  appear  adversely  to 
affect  their  interests.  Much  difficulty 
will  develop  in  agreeing  upon  .price  and 
termfi  between  the  only  purchaser  per- 
mitted to  buy  and  the  s^er  who  has 
only  one  customer,  but  as  consolidations 
had  been  steadily  progressing  until 
stopped  by  the  law.  it  may  be  assumed 
that  Coiigxvrs®  expected  that  the  op- 
portunity thus  afforded  to  resume  the 
process  would  be  welcome  and  that  the 
plan  which  the  commisi^ion  is  required 
to  adopt  would  be  in  substantial  accord 
with  natural  conditions  and  th^refoc^ 
in  the  main,  acce'ptable  not  only  to  the 
commercial  interests  of  the  country, 
but  also  to  the  legitimate  aims  and 
ambitions  of  the  railroad  com.panies. 

It  may  be  predicted  that  unless  these 
expectations  are  substantially  realized 
by  the  commission,  this  ambitious  pro- 
gram will  fail.  This  is  not  unnatural, 
because  it  is  the  prime  duty  of  officers 
and  directors  who  are  acting  as  trustees 
for  stockholders,  to  so  admuiister  prop- 
erties in  their  charge  as  to  safeguard 
and  develop  them,  rather  than  to  em- 
bark them  upon  doubtful  or  Hperuiative 
ventures  which  may  produce  loss  and 
disa-ster.  In  most  cases  the  sound  and 
well  established  railroad  systems  in  the 
country  have  been  steadily  progressing 
along  carefully  thought  out  plans  for 
improvement  and  enlargement,  and  the 
very  fact  that  such  systems  are  suc- 
cessful and  efficient  public  servants 
proves  the  care  with  which  thev  have 
been  planned  and  administered.  Instead 
of  allowing  these  well  established  sys- 
tems to  not  only  now  finaHy  consoli- 
date their  constituent  companies,  but 
also  to  make  such  further  additions  by 
purchase  or  otherwise  as  they  may 
think  advisable  in  the  line  of  their 
normal  development,  bringing  further 
plans  to  the  Interstate  Commerce  Com- 
mission for  scrutiny  and  approval,  the 
Transportation  Act  has  proposed  the 
anomalous  procedure  of  confiding  ttie 
future  destiny  of  each  road  to  the  judg- 
m'ent  of  the  Interstate  Commerce  Com- 
mission ;  although  acceptance  of  this 
plan  is  voluntary,  the  law  has  thrown 
an  indirect  pressnre  upon  the  railroadf 
to  aeeept  me  plan  by  forbid^iv  <!0»^ 
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solidations  or  extensions  that  are  not 
in  keeping  with  the  iplan. 

In  the  tentative  plan  which  has  been 
put  forth  for  discussion,  there  are  to  be 
found  some  proposals  as  to  some  lines 
that  are  obviously  in  keeping  with  nor- 
mal derelapnient,  and  which  in  due  time 
those  compamjefi  mU  avail  themselves 
of;  there  are  also  found  features  in 
which  roads  concerned  are  mildly  in- 
terested and  perhaps  which  in  time 
they  may  adopt,  bat  in  other  important 
features  there  are  igroups  proposed  that 
are  not  only  opposed  to  natural  lines 
of  development,  but  disrupt  locg  stand- 
ing -relationships  and  threaten  to 
seriously  cbange  estabUshed  routes  of 
trade  and  commerce.  In  sudi  cases  as 
those  last  mentioned,  there  is  little 
reason  to  expect  voluntary  action;  on 
the  contrary  natural  salf  interest  to 
protect  and  safesmard  establish>ed  in- 
vestments will  compel  opposition.  Sit- 
uations of  this  character  do  not  pro- 
mote railroad  development  and  it  is 
to  be  assumed  that  the  Interstate  Com- 
merce Gommission  wiQ  proceed  with 
caution  in  dealing  with  sensitive  co.n- 
ditions  of  this  kind.  It  may  be  asserted 
that  unless  the  final  plan  which  it 
adopts  is  not  only  in  the  main  ®atis- 
faictory  to  the  commercial  interests  of 
the  country,  but  also  protective  to  the 
vast  investments  in  railroad  securities, 
the  plan  will  not  be  accepted. 

The  policy  is,  however,  in  the  right 
direction  and  if  this  legislation  fails  to 
produce  the  results  anticipated,  more 
rapid  progress  will  likely  be  made  by 
amending  the  law  in  such  way  as  to 
peimit  the  railroads  themselves  to  de- 
velop their  plans  for  further  consoli- 
dations and  bring  them  from  time  to 
time  before  the  commission  for  approval. 

By  some,  the  advantages  to  follow 
from  consolidations  are  over  estimated 
and  will  be  iooked  for  before  results 
can  be  substantially  realized.  Some  of 
these  people  were  abroad  in  the  land 
during  the  period  of  Federal  control. 
Many  of  the  combinations  and  unifica- 
tions of  facilities  and  service  during 
that  perBod  were  valuable  for  the  war 
purposes  of  the  Government,  when 
competition  was  suspended  and  the 
public  was  not  only  called  upon,  but 
was  quite  ready  in  the  patriotic  effort 
of  the  times  to  sacrifice  peace  time 
conveniences.  Where  the  tracks  of 
different  companies  are  parallel 
through  a  stretch  of  territory,  the 
question  was  frequently  asked  during 
Federal  control  by  uninformed  patriots 
why  one  should  not  be  abandoned  or 
both  thrown  together  for  double  track 
operation.  In  some  cases  this  was 
done  because  found  to  be  practicable 
under  the  unified  scheme  of  operation 
then  in  effect,  but  in  many  other  cases 
practical  study  and  analysis  proved 
either  that  no  advantage  would  be 
gi^ied  or  that  heavy  capital  expendi- 
tures were  first  needed.  Where  two 
railroads  yards  were  adjacent  to  each 


other^  it  was  sometimes  suggested  that 
greater  capacity  would  be  available  by 
operating  them  as  one,  but  practical 
railroad  men  know  in  the  first  place 
that  there  are  several  types  of  yards, 
each  type  carefully  designed  for  par- 
ticnhir  purposes  and  in  the  next  place 
to  combine  operations  of  two  yards  into 
one,  a  large  amount  of  rearrangement 
of  trackage  and  facilities,  like  coal 
chutesy  water  tanks,  ash  pits,  turn- 
tables, etc*,  must  necessarily  first  be 
macte. 

OpenMag  AdvutagM 

For  reasons  of  this  diaracter,  the 
practical  operating  advantages  from 

consolidations  will,  in  many  details,  be 
only  worked  out  by  gradual  process  and 
will  involve  considerable  expenditures 
of  money. 

There  are  also  some  people,  both  in 
railroad  life  and  outside,  who  see 
nothing  of  value  to  be  gained.  These 
people  have  reluctant  or  closed  minds 
and  generally  erpz^ss  themselves  by 
saying  that  tiiey  want  conditions  to  be 
let  alone.  Some  of  them  say  that  rail- 
road systems  have  already  become 
either  too  large,  or  are  large  enough 
for  efficient  management.  Probamy 
there  were  people  of  the  same  kind 
years  ago  when  systems  having  1,000 
miles  or  later  5,000  miles,  were  de- 
veloiped  and  who  then  saw  things  at 
their  maximum  possiUe  sisse.  For 
some  years  there  have  been  statements 
made  by  some,  but  on  what  authority 
it  is  not  clear,  that  a  system  of  10,000 
miles  of  line  is  as  large  as  any  one 
management  can  ever  handle.  These 
opinions  seem  to  rest  wholly  upon 
geographical  extent  which  in  these  days 
of  telegraph  and  telephone  is  not  of 
particular  importance.  Density  of 
traffic,  quantity  of  equipment  and  num- 
ber of  employes  are  probably  of  greater 
importance.  As  soon  as  we  find  out 
what  we  want,  the  energy  and  efficiency 
of  railroad  management  will  find  a  way 
to  administer  and  operate  these  new 
systems.  Lisofar  as  the  experience  of 
the  past  is  a  ?uide,  and  future  condi- 
tions which  larger  systems  would  pre- 
sent can  be  seen,  it  is  unlikely  that  con- 
solidations of  the  character  contem« 
plated  by  this  law  will  at  least  for 
some  years  produce  sufficient  economy 
in  operation  to  justify  reductions  in 
rates  and  fares. 

Savings  by  Consolidations 

Some  saving  by  reduction  in  Account^ 
ing  expense,  interchange  and  inspection 
work  and  methods  of  handling  and  re- 
pairing equipment  will  soon  develop  and 
some  saving  in  overhead  cost.  Other 
moderate  savings  of  like  general  char- 
acter will  be  accomplished,  but  the 
steady  increase  in  the  demands  of  pub- 
lic regulation  and  in  the  constant  effort 
to  please  the  pubUc  by  improving  the 
service,  have  been  requiring  more  super- 
visiout  rather  than  lem,  and  no  great 
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savings  in  cost  of  supervision,  which  in 
proportion  to  the  total  expense  is 
relatively  unimportant,  will  be  realized. 
Interest  charges  on  new  money  needed 
in  the  process  of  reconstructing  [facilities 
in  the  process  of  consolidation,  will  off- 
set a  good  deal  of  the  saving  otherwise 
attained,  and  the  net  result  for  some 
years  at  le'ast  would  not  indicate  nmch 
saving  in  operating  expenses 

The  substantial  gains  from  these  con- 
solidations will  be  realised  more  by  the 
public  through  better  service,  better 
handling  of  equipment,  less  delay  in 
transit,  gradual  improvement  of  weaker 
lines  now  requiring  further  develop- 


ment, and  more  uniform  policies  of 

management* 

There  is  no  reason  to  fear  that  any 
commercial  or  shipping  interest  will 
lose  any  present  advantages  in  adjust- 
ment of  rates  or  service,  but  on  the 
contrary  past  experience  justifies  the 
prediction  that  if  these  consolidations 
can  be  worked  out  along  normal  and 
rational  lines,  public  service  willl  stead- 
ily improve  and  under  iait  regulatioD 
of  rates  and  revenues,  the  credit  of  the 
railroads  will  be  strengthened  and  the 
American  transportation  system  will 
resume  the  development  necessary  to 
swe  the  growing  needs  of  tiie  eoioitry* 


Attacks  on  Roads  Menace 

Whole  Business  Structure 


By  ELISHA  LEE, 
Vice  President,  Eastern  Region,  Pennsylvwnia  Railroad  Systetn 


We  are  approaching  a  very  important 
period  in  the  affairs  of  American  rail- 
roads. That  means  in  the  affairs  of 
the  country  as  a  whole.  What  takes 
place  in  the  Congress  which  assembles 
next  fall — ^what  is  omitted  as  well  as 
what  is  done — will  certainly  play  a  very 
lar^e  part  in  shaping  our  transportation 
policies  for  a  long  time  ahead.  The 
issues  are  of  overwhelming  importance, 
and  it  is  in  the  liighest  degree  essential 
that  sanity  and  wisdom  sbudl  guide  the 
outcfMue. 

Any  survey  we  can  make  of  the  situa- 
tion shows  both  agriculture  and  labor 
for  the  time  being  in  unsafe  hands 
politically,  and  makes  it  dear  that  a 
united  stand  by  our  business  men  and 
their  organizations  is  the  only  effective 
force  at  present  available  to  save  our 
transportation  policies  from  receiving 
their  final  shapmg  largely  at  the  hands 
of  men  whose  words  and  actions  pro- 
claim their  radical  aims. 

A  campaign  of  conscious  misrepre- 
sentation and  unfair  attack  is  being  con- 
ducted against  the  railroads  for  political 
effect  and  ends.  The  purpose  behind 
it  all  is  to  precipitate  Government  own- 
ership of  the  railroads  as  a  first  step 
toward  destroying  our  representative 
form  of  Governmmt  mid  ^nngmg  as 
into  socialism. 

We  must  be  prepared  to  see  this 
movement^  with  its  accompanying  at- 
tacks, take  more  definite  and  menacing 
shape  in  the  next  Congress.  The  dan- 
ger will  not  lie  in  any  appeal  that  can 
be  made  to  intelligence  or  sincerity,  but 
rather  in  the  possibility  that  advantage 
might  be  taken  of  tihe  known  weak- 
nesses of  our  political  system  to  bring 
about  a  stampede,  through  fear  and 
hysteria,  into  some  ill-considered  and 
bitterly  to  be  regretted  action. 


Under  these  conditions  the  duty  of 
steering  the  country  clear  of  disaster 
devolves  largely  upon  the  nation's  busi- 
ness men,  because  to  them,  for  the 
time  being  at  least,  has  been  'handed 
the  diief  traflfteeflhap  of  vor  natiosMd 
sanrty  and  coQUOon  sense. 

Easiness  in  general  has  common 
sense  with  the  railn>ads  against  the 
radical  forces  of  de>struction.  Oooidi- 
tions  have  made  the  railroads  the  first 
tairget  of  radicaliiw,  but  if  ithat  assault 
is  successful,  be  assured  they  will  not 
be  the  last  Confiscation  of  the  rail- 
roads is  merely  a  first  etep,  to  be  fol- 
lowed by  like  action  with  respect  to 
tthe  basic  industries,  in  reachLijg  tiie 
true  goal  of  ra^calisnit  wthidi  is  the 
social  revolu'tion. 

What  is  the  railroad  prablem?  It  is 
an  immensely  complicarted  th^.  Jt  af- 
fects every  individual  in  the  nation.  It 
mvolves  great  moral  issues,  such,  for 
instance,  as  the  ques'tion  whether  or 
not,  as  a  nation,  we  will  resipect  the 
property  axkd  savings  of  individnid  <dti- 
zens.  In  the  broadest  Beose,  we  may 
define  it  as  the  problem  of  providing 
adequately  for  the  immensely  increased 
^nolume  of  tranaportaition  service  which 
our  country  abs<^utely  must  have  if  its 
progress  is  fto  continue. 

With  all  the  great  increments  to  the 
means  of  (transport  and  travel,  and 
eno  rmous  increases  in  the  volume  of 
service  actnally  performed,  it  is  com- 
moQ  ^knowledge  tiiat  we  have  encoun- 
^te7ed  a  nation-wide  shortage  of  trans- 
pc  rtation  every  time  in  recent  yeras 
that  our  commerce  has  become  active 
W'sA  iprocveroas. 

Iraat  tiie  growSi  in  our  transporta- 
ti'>n  requirements  will  be  in  the  next 
10  or  20-  years  it  would  be  hazardous 
to  guess.   Perhaps  the  only  safe  state- 
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Hient  to  make  is  tbat  they  "wiB  in  all 

likeli'bood  greatly  exceed  any  estima'te 
which  would  today  seem  reasonable  in 
view  of  our  existing  knowledge. 

The  chief  need  as  to  pave  the  way 
for  a  general  and  progressive  exjpan- 
fiion  of  the  capacity  of  our  railroad  ma- 
chine, so  that  it  canno't  only  handle  the 
traffic  which  is  pressing  for  movement 
today,  hut  constan'tly  keep  a  reserve 
caimcity  ahead  to  make  room  lor  the 
country's  growth  and  advancement. 
That  was  ithe  condition  in  the  past  years 
wihen  the  railroads  were  the  chief  fac- 
tor in  our  country's  advancement,  fur- 
niiMBg  it  the  most  stinmlating  an<d 
progressive  leadership  ever  known, 
until  that  lead'ership  was  destroyed  by 
overregulation.  We  mus*t  find  means 
for  attracting  a  large  volume  and  free 
flow  of  new  capital  into  railroad  ex- 
tensions and  improvements.  That  can 
only  be  made  possible  by  allowing  the 
railroads  again  to  pros,per  and  earn 
real  profits,  which  are  the  sole  and  only 
sound  basts  of  credit. 

In  this  connection  I  should  like  tto 
refer  to  the  question  of  the  return 
earned  upon  the  investment  in  the  rail- 
roads, as  a  whole.  Not  OBce  in  tthe 
last  15  yeras  has  it  readied  6  per  cent. 
The  highest  was  5.9  per  cent,  in  1916, 
and  it  fell  as  low  as  eight-tenths  of  1 
per  cent  in  1920.  At  present  Federal 
regulation  is  proceeding  on  the  theory 
that  a  return  of  5%  per  emt  is  enoiti^ 
to  put  new  life  into  our  railroads. 

Business  men  must  realize  that  the 
cheapes't^  transportation  is  that  which 
wfll  do  its  share  of  our  big  economic 
job  right,  and  that  the  dearest  trans- 
portation, regardless  of  the  question 
how  low  mtes  or  fares  may  be  fixed, 
is  that  which  does  not  do  the  job  right. 

By  saving  at  the  spigot  the  public 
may  cut  off  some  milltons  of  dollars  a 
year  in  railroad  charges,  bot  at  the 
bunghole  they  will  waste  bilUoiis  in  lost 


produetkm,  trade»  employment  and 
pfofits. 

BmlMss  Moat  DMiud  Voiee  n  Laws 

Business  men  must  demand  a  voice, 
and  I  think-  they  have  a  right  even  to 
demand  a  measurably  controlling  voice, 
in  the  making  of  the  railway  laws  of 
the  future.  They  should  insist  upon 
the  repeal  of  the  present  unduly  restric- 
tive lanvs  which  prevent  management 
from  performing  its  proper  funHions. 
Unless  they  are  ready  to  adopt  some 
such  program  as  this,  they  must  be 
prepared  to  see  the  railroads  scrapped 
preparatory  to  Oovermnent  1>waers£ip» 
and  service  and  rate-m^aking  manip- 
ulated primarily  with  the  purpose  of 
procuring  votes, 

A  cardinal  principle  for  the  people 
of  this  country  to  take  hold  upon  with 
the  surest  grip  s'hould  be  to  keep  eco- 
nomic question5=  ont  of  politics.  Gov- 
ernment ownership  of  the  railroads 
would  project  the  biggest  of  our  eco- 
nomic problems  ntraight  Into  ttie  middle 
of  politics,  there  to  stay  las  a  corrupt- 
ing, disintegrating  and  hampering  in- 
fluence, indefinitely.  Every  shred  of 
past  experience  tells  us  that  our  Gov- 
ernment can  make  nothing  bat  a  failure 
of  the  attempt  to  carry  on  i  business 
enterprise. 

Few  things  would  more  genuinely 
try  is  strongly  opposed  to  Government 
ownership.  If  ^at  sentiment  could  in 
some  way  he  expressed  definitely  and 
in  unmist?akable  form,  so  as  to  settle 
the  country's  policy  decisively,  and  take 
politioal  operation  out  of  the  picture, 
I  am  sure  it  would  do  more  than  any- 
thing else  that  could  be  imagined  tmnrd 
bringing  railroad  employii.::  into  normal 
attitude  'and  relationship  with  their 
work  again. 


*From  address  beflore  the  Traffic  Cluh  of 
New  gngiand.  Boston. 
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^Closed  Season'  for  Growth 

Needed  by  Roads,  Says  £tq>ert 


By  W.  A.  SCHUMACHER 

General  Traffic  Manager,  FruH  Dispatch  Co, 


Anything  that  is  "game,"  be  it  fish, 
flesh  or  fowl,  has  an  open  and  a  closed 
season,  but  for  the  railroads  the  season 
is  always  ''open*' — not  that  they  come 
in  the  category  of  living  things,  but 
nevertheless  they  are  objects  of  the 
popular  sport  of  shooting  at  socnetihing. 

If  a  hit  is  dcored,  that  is  so  much 
good  work  dono  and  tiie  game  goes 
merrily  on. 

I  believe  it  is  generally  accepted  as 
a  truism  that  when  our  railroads  are 
not  prosperous  the  country  is  not  pros- 
perous* And  bow  could  it  be  otherwise, 
when  we  stop  to  consider  that  trans- 
portation is  the  second  largest  industry 
in  this  country  and  our  heialth,  happi- 
ness and  prosperity  are  inextrioa'bly 
iNmnd  up  in  the  elBdent,  adequate  and 
smooth  working  of  our  national  trans- 
portation machine?  The  railroads  are 
among  the  largest  purchasers  of  com- 
modities of  every  description  as  well  as 
large  employers  of  labor,  and  their  total 
expenditures  for  labor  end  supplies  are 
responsible  for  payrolls  totaling  many 
millions  of  dollars,  all  in  turn  creating 
vast  purchasing  power  available  for 
other  commodities  necessary  to  the 
wellbeing  and  happiness  of  an  army 
of  employes  and  their  dependents. 

If  the  railroads  cannot  earn  enough 
to  have  a  surplus  after  fixed  expenses 
and  operating  costs  have  been  satis- 
fied they  cannot  buy  new  equipment, 
engines  and  rails,  enlarge  facilities  or 
create  new  ones;  they  begin  to  have 
•'growing  pains" — their  plant  becomes 
clogged  and  there  is  a  tightness  around 
the  waistband  that  the  efhipper  sees 
translated  into  car  shortages,  conges- 
tion, embargoes,  permit  systems  and 
all  the  other  symptoms  of  a  transpor- 
tation machine  too  small  and  inadequate 
to  liandle  the  boainess  tendered  and 
yet  starving  to  **l>ring  home  the  bacon." 
So  wliat's  the  ase  of  talking  idb^nt 

Ratea  vs.  Serviw 

lower  rates  if  the  railroads  cannot  move 
the  business  already  offered?  What 
good  is  a  lower  rate  if  a  shipper  cannot 
get  a  car,  or  the  railroads  cannot  move 
the  car  and  deliver  it  at  destination  ex- 
peditiously? What  we  shippers  want 
IS  SERVICE,  and  we  want  it  when 
we  want  it — ears,  schedules,  yards,  de- 
livery tracks,  'n'  everything.  And  we 
are  not  going  to  get  tkem  without  pay- 
tag  for  them.  TranspK>rtation  does  not 
differ  from  any  other  business  enter- 
prise. The  rewards  (efficient  trans- 
portation or  otherwise)  are  in  propor- 


tion to  what  we  put  into  it — we  cannot 
draw  out  more  from  the  bank  than  we 
deposit,  and  we  cannot  get.  something 
for  nothing. 

As  a  matter  of  fact,  how  many  of  us 
really  care  what  the  rate  is?  How  many 
of  us  know  whether  it  is  five  cents  too 
high  or  five  cents  too  low?  Isn't  a 
relative  adjustment  the  thing  we  are 
after  and  really  need?  Would  you  sell 
more  or  less  fruit  or  vegetables  on  a 
lower  rate  if  your  relative  adjustments 
wm  wrong,  and  in  comparison  witb 
comprtitors  you  ware  still  too  high? 
No ;  you  would  still  be  "out  of  luck," 
and  your  entire  operation  would  be 
hampered  until  you  could  secure  a 
proper  relative  adjustment.  Then,  no 
matter  if  your  rate  had  been  reduced 
or  advanced  you  could  command  your 
rightful  share  of  the  business,  because 
you  would  be  on  an  even  footing  r^- 
tively  with  your  competitors* 

In  company  with  many  others,  I 
think  rates  are  too  high,  and  in  the 
course  of  time  must  come  down,  but  I 
doubt  if  now  is  the  time  to  hamstring 
the  railroads.  We  need  more  oars,  more 
engines,  more  sidings  and  yards,  more 
everything.  Railroad  development  has 
not  kept  pace  with  the  growth  of  busi- 
ness and  papulaition  in  this  country, 
and  the  reason  isn't  hard  to  find.  They 
are  over-regulated  and  under-nourished. 
Every  time  they  get  a  tummy-ache  or  a 
little  derangement  of  the  alimentary 
tract  CKMneone  rushes  for  the  paregoric 
bottle  in  the  shape  of  a  new  bill  de- 
signed to  correct  this  or  that  ^ai^Sce 
or  to  compel  some  new  one. 

Position  of  Executives 

I  don't  think  railroad  management  is 
perfect,  and  there  have  been  times 
when  I  thought  it  was  puerile,  but  the 
great  DMjority  of  ezecntiTeB  are,  I  be- 
Interstate  Cosameree  Commission  such 
suggestions  are  manifestly  in  the  in- 
terest of  transportation  as  a  whole. 

Helpful  in  Consolidations 

The  Service  Corporation  would  be 
helpful  in  the  consolidations  of  rail- 
roads. Many  oi  the  purposes  and 
economies  songbt  by  the  lai^e  consoli- 
dations under  the  Transportation  Act 
would  be  attained  through  the  joint  nse 
of  facilities  through  the  Service  Cor- 
poration, without  the  contraction  of 
naslroad  ser^ee,  development  and  in- 
centive that  would  result  from  too  greiat 
concentration  of  faciiities  through  pos- 
sible illogical  con^olidacions  instead  of 
their  expansion  by  joint  use. 
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The  act  incorporating  the  Service 
Corporation  may  proTide  for  a  report 
to  the  commissioii  by  the  trustees  o<f 
the  Service  Oorporation  respecting  con- 
solidations. No  more  exiperienced  agency 
could  be  selected,  composed  jointly  of 
presidents  of  railroads  ot  the  four 
groups  operating  in  every  section  of 
the  country,  and  of  representatives  of 
the  largest  permanent  public  investors 
in  railroad  securities  which  are  neces- 
sarily affected  by  any  plan  of  consoli- 
dations. Permissive  consolidations  of 
railroads  with  the  approval  of  the  com- 
missi-on  in  each  case  should  be  made 
possible  rather  than  compel  arbitrary 
adherence  to  any  specific  plan  to  be 
adopted  by  the  commission  as  now  pro- 
vided by  the  Transportation  Act.  In 
addition  to  requiring  that  consolidations 
shaU  hereafter  adhere  to  the  announced 
plans  of  the  commission,  the  act  in- 
structs the  commission  to  establish  ter- 
ritories between  which  the  traffic  earn- 
ings will  be  substantially  alike  and  in 
which  the  large  consolidations  are  to 
be  made;  thia  is  entirdy  impracticable, 
lieve,  striving  earnestly  to  give  the  pub- 
lic efficient,  adequate  and  prompt  trans- 
portation with  such  tools  as  an  indul- 
gent Interstate  Commerce  Commission, 
48  state  regulatory  bodies,  the  Labor 
Board,  labor  leaders,  et  al,  will  permit 
them  to  have.  No  wonder  they  begin 
to  hedge  when  shippers  start  making 
proposals.  Experience  has  taught  them 
to  be  on  their  guard,  to  look  for  the 
bug  under  the  chip.  What  we  need, 
both  shippers  and  railroads,  is  a  liberal 
dose  of  old-fashioned  faith.  I  am  a 
firm  behever  in  laying  the  cards  down 
on  the  table  end  talking  frankly.  If 
both  parties  will  do  that,  most  situa* 
tions  can  be  ironed  out  to  the  satisfac- 
tion of  all.  Here  is  a  good  motto  to 
follow,  and  it  doesn't  apply  exclusively 
to  the  transportation  field,  either: — 
First  ascertain  the  facts;  the  remedy  is 
osnally  self-evident. 

It  is  unnecessary  for  me  to  quote  fig- 
ures of  railroad  earnings — you  are  all 
more  or  less  familiar  with  the  fact 
that  they  hare  been,  as  a  whole,  far 
Ibdow  wbat  was  necessary  to  mMe 


the  railroads  to  enlarge  and  extend 
their  fadMties  so  as  to  keep  pace  with 
the  development  of  American  indoatry, 

and  we  are  now  paying  the  penalty.  I 
suggest  a  closed  season  for  a  time. 
Give  the  railroads  a  chance  to  catch 
up  with  the  procession.  An  adequate 
car  supply,  prompt  land  safe  movement 
and  a  transportation  plant  capable  of 
handling  a  peak  movement  of  any  com 
modity  at  any  time  with  reasonable 
despatdi  is  worth  more  to  shippers 
than  any  number  of  cut-rate  tariffs 
that  are  only  "paper"  rates  because 
the  frantic  shipper  can  get  no  service. 

Wants  Fair  Redactions 

When  the  time  comes  that  substantial 

reductions  in  rates  may  be  made,  I 
hope  to  see  no  more  horizontal  reduc- 
tions. Commodities  that  can  bear  a 
relatively  high  rate  should  be  the  last 
to  be  picked  out  for  reductions.  The 
heavy  moving  basic  commodities  should 
come  first  and  care  should  be  taken 
to  readjust  each  class  or  group  in  all 
territories  at  the  same  time  so  that 
relative  adjustments  may  be  preserved. 

In  order  to  show  in  a  few  words 
where  most  of  the  trouble  lies  I  give 
below  the  average  yearly  increase  in 
engines  and  cars  in  periods  of  seven 
years  each: 

1901-1907    190«-1914  191-6-1921 
£>nsines  ....    2,500  1,500  27'B 

Oars  ilo»ooa       60.000  6,000 

Read  the  figures  and  weep!  And  don^t 

forget  that  during  all  this  time  business 
has  been  increasing  tremendously.  It 
is  time  for  business  men  to  look  at  this 
situation  in  its  larger  aspects  and  try 
to  help  the  railroads  to  get  back  on 
their  feet.  Don't  be  afraid  they  will 
make  too  much  money.  The  Interstate 
Commerce  Commission  will  take  care  of 
that,  but  in  the  meantime  you  want  ef- 
ficient and  adequate  transportation 
when  you  want  it  and,  whether  you 
know  it  or  not,  what  you  really  need  is 
a  relative  adjustment  of  rates.  The 
measure  of  the  rate  is  not  half  so  im- 
portant as  it  seems. 

Lefs  caU  for  a  closed  season  and 
start  to  do  a  little  boosting. 


EncNmioiis  Financial  Needs 

Of  Roads  Surveyed  by  Expert 


By  JULIUS  H.  PARMELEE, 

Director,  Bureau  of  Railway  Economics 


Few  people  realize  the  extent  of  the 
financing  that  must  be  carried  on  by  the 
railways  of  the  United  States  each  year, 
to  enable  them  to  keep  pace  with  the 
growtii  of  population  and  industrial 
development  of  the  country. 

In  for  example,  the  railways 


borrowed  nearly  $500,000,000  of  new 
capital,  issuing  their  bonds  and  notes 
therefor.  During  the  three  years  1920, 
1921  and  1922,  their  borrowings 
amounted  to  an  aggregate  of  nearly 
$1,200,000,000.  This  was  in  addition  to 
refunding  issues   of  railway  capital, 
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those  designed  to  replace  obligations  as 
they  mature  and  fall  due. 

Bven  if  no  new  capital  were  raised 
for  the  next  50  years,  to  provide  new 
railway  plant  or  additions  to  plant,  the 
railways  would  still  be  in  the  market 
every  year  for  large  amounts  for  refund- 
ing operations.  While  these  amounts 
vary  from  year  to  year  according  to  the 
nature  and  timounts  of  maturing  obli- 
gations, the  annual  average  mns  above 
$200,000,000,  and  Iftis  amount  must  be 
turned  over  each  year  in  refunding 
operations  before  a  single  dollar  can  be 
raised  for  new  capitaL  It  is  true  that 
refunding  operations  are  not  a  net 
drain  on  the  investment  fund  of  the 
country,  because  w^hat  is  borrowed  from 
the  purchasers  of  the  newiy  issued 
bonds  is  paid  over  to  the  holders  of  the 
old  or  maturing  bonds.  So  far  as  the 
general  money  market  is  concerned,  the 
process  is  merely  a  shifting  of  invest- 
ments. But  the  fact  that  refunding 
transactions  are  going  on  in  the  market 
midoubtedly  influenceo  the  investment 
situation  and  reacts  to  some  extent  on 
the  credit  of  the  railways. 

To  tlie  railway  managements  the  proc- 
ess of  refunding  a  particular  issue  of 
bonds  may  mean  as  much  work  and 
worry  as  if  an  entirely  new  issue  of 
securities  were  being  financed.  The 
more  than  $200,000,000  of  railway  obli- 
gations maturing  each  year  must  be 
refinanced  in  some  way,  either  by  the 
issue  of  new  securities  in  exchange,  or 
by  the  sale  of  new  securities  to  secure 
funds  with  which  to  retire  the  maturing 
obligations,  or  by  some  other  meana 

Even  excluding  refunding  transactions, 
the  railway  industry  is  probably  more 
consistently  in  ihe  market  for  new 
capital,  and  for  larger  amounts,  than 
any  other  single  industry  in  the  United 
States.  This  fact  is  much  less  recog- 
nized than  its  importance  to  the  financial 
and  investing  interests  of  the  country 
warrants. 

Improvement  Programs 

According  to  a  recent  report  of  the 
American  Railway  Association,  the  rail- 
ways have  under  way  this  year  improve- 
ment programs  that  will  call  for  a  total 
expenditure  approximating  $1,100,000^ 
000. 

•Capital  improvements  may  be  roughly 
classified  into  two  principal  groups,  ex- 
penditure for  new  equipment,  including 
locomotives  and  cars,  and  expenditure 
for  otlier  improvements,  mainly  track- 
age and  other  facilities.  Of  the  total 
amount  represented  by  the  1923  rail- 
way program,  $675,000,000,  or  slightly 
more  than  60  per  cent,  is  desifj^nated  for 
new  equipment  and  '$425,000,O0(|  or 
about  40  pes  cen;^  for  otiher  improYO* 
ments. 

The  relationship  between  these  two 
classes  of  im|n*OTements  Is  important, 
for  the  two  Masses  to  a  considerable 
degree  represent  different  methods  of 
raUway  financing*    Speaking  broadly. 


the  railways  find  it  -easier  to  finance 

iuew  equipment  than  other  improve- 
ments. The  basis  for  the  financing  of 
new  equipment  is  usually  the  equip- 
ment trust  obligation,  under  the  terms 
of  vHiich  a  railway  purchraing  locomo- 
tives or  cars  makes  a  cash  p'ayment  of 
from  15  to  25  per  cent,  and  gives  a 
series  of  notes  for  the  balance  of  the 
purchase  price,  maturing  serially  every 
year  for  from  10  to  IS  years.  The 
security  underlying  these  notes  is  the 
equipment  itself,  and  as  the  notes  are 
paid  off  the  equity  for  the  remainii^ 
notes  becomes  constantly  greater.  This 
method  is  virtually  a  system  of  deferred 
payments,  based  upon  a  first  mortfaxe 
on  t3ie  equipment  involved. 

To  secure  capital  for  improvements 
other  than  new  equipment,  the  railways 
musrt  turn  largely  to  mortgage  bonds. 
As  general  property  liens  gradually 
enter  the  class  of  closed  mortgages,  the 
only  recourse  is  to  junior  liens,  collateral 
trust  bonds,  or  to  income  bonds. 

Problems  of  Financing 

In    addition,    the   railways  reinvest 
-some  of  their  net  earnings  each  year  in 
their    properties.    This    policy,  long 
recognised  as  sound  and  conservative 
policy,  has  the  triple  advantage  of  in* 
creasing  the  equity  of  the  real  owners 
of  the  railways — their  stockholders — in 
their  properties,  of  strei^gthening  rail- 
way credit,  and  of  obviating  the  neces- 
sity of  financing  an  amount  equal  to 
the  funds  appropriated  out  of  net  earn- 
ings.   But  the  amounts  so  appropriated 
by  the  railways  each  year  are  compara- 
tively small,  because  of  the  narrow 
margin  between  their  revenues  on  the 
one  hand  and  their  expenses,  taxes,  and 
fixed  charges  on  the  other  hand.  In 
recent  years  less  than  5  per  cent  of  the 
additions  to  railway  property  has  been 
paid  for  out  of  net  earnings;  the  re- 
mainder had  to  he  financed  in  the  open 
market- 
One  source  of  new  railway  capital  has 
not  yet  been  mentioned — the  sale  of 
capital  stock.   So  infrequent  have  issues 
of  new  railway  stock  become  in  recent 
years   that   that   method    of  railway 
financing  is  rarely  taken  into  account  in 
current  discussions  of  the  subject.  It 
is  reported  that  during  the  years  1919 
to  1922  less  than  $27,000,000  of  new 
issues  of  capital  stock  were  sold  by  the 
railway  industry  as  a  wiiole. 

That  this  is  a  deplorable  condition 
has  been  repeatedly  emphasized.  As 
long  ago  as  1910,  the  Railroad  Securities 
Commission  pointed  out  the  danger  of 
a  continual  decrease  in  the  proportion 
of  railway  ^ck  to  their  total  capitaL 
Yet  the  situation  has  grown  worse 
since  that  report  was  made.  Be-tween 
1910  and  1921  the  ratio  fell  from  45-1 
per  cent  to  43.9  per  cent,  and  vnll  con- 
tinue to  dedine  unless  some  of  the 
railway  companies  find  it  possible  again 
to  place  their  stocks  on  the  market. 
I    The  advantages  of  financing  through 
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the  issue  and  sale  of  stock  rather  than 
bonds  are  so  many  and  so  obvious  that 
they  need  not  be  detailed  here.  The 
issue  of  stock  enlarges  the  group  of 
active  railway  owners,  replaces  a  fixed 
interest  charge  with  a  dividend  charge 
iSkkt  is  paid  only  when  earned,  supplies 
a  wider  margin  for  the  creditors  of  the 
railways,  and  is  in  every  way  prefer- 
able to  the  issue  of  bonds  or  other 
obMmtions, 

What  the  railways  now  need  is  a 
clearer  public  realization  of  the  im- 
portance of  maintaining  railway  credit 
as  a  basis  for  enlarging  the  amount  of 
outstanding  «toek.  Railway  credit  can 
only  be  maintained  and  streoogtibened  by 
permitting  the  railways  to  earn  at  least 
a  '*fair  rate  of  return"  as  clefined  in 
the  Transportation  Act. 

It  is  somertimes  adked  why  railways 
are  constantly  going  into  -the  martlet  for 
ne\y  capital.  Some  observers  find  it 
difficult  to  understand  why  an  industry 
already  representing  an  investment  of 
more  tiian  tweoity  billion  dollars  should 
be  seeldng  erery  year  to  nierease  that 
invesitment. 

In^  considering  this  question,  we  may 
consider  first,  the  increased  physical 
needs  of  the  railways,  and  second^  the 
fact  that  moaetary  values  have  ^ftioiged 
fpcw&s  in  the  last  few  years. 

Mliftage  Fifures 

In  the  first  place  the  railway  sy&rtem 
is  a  larger  plant  than  it  was  ten  years 
ago,  or  than  even  the  average  of  the 
past  ten  years.  For  example,  the  total 
mileage  owned  by  the  railways  has  in- 
creased 8,000  miles  in  ten  years.  Their 
operated  trackage  of  all  kmds — main 
tracks,  yard  tracks,  and  sidings — has 
increased  more  than  44,000  miles.  The 
nnmber  of  locomotives  ^as  increased  by 
more  than  6,000,  the  number  of  pas- 
senger train  cars  by  7,000,  and  the 
number  of  freight  carrying  cars  by  170,- 
00.  The  aggregates  of  locomotive  trac- 
tive -power  and  freight  car  capacity 
have  stiown  even  greater  relative  in- 
crea-ses.  The  number  of  railway  em- 
ployes has  increased.  The  aggregates 
of  tons  and  passengers  carried  have 
increased.  !nie  average  haul  applied 
to  the  average  ton  of  freight  has  in- 
creased. The  average  number  of  miles 
of  journey  per  passenger  has  also  in- 
creased. It  follows  that  total  ton  miles 
and  passenger  miles  are  on  madh  hiicher 
levels  than  ten  years  ago.  All  these 
factors  indicate  that  the  railway  plant 
has  grown,  and  that  the  larger  plant  is 
handling  an  even  larger  troiisiportation 
output.  l%is  is  to  be  expected  from  liie 
fact  that  the  United  States  is  a  country 
growing  constantly  in  population,  with 
its  industries  becoming  more  diversified 
an  dextended  every  year.   Our  produc- 


tion of  raw  materials  is  also  increasing, 
which  means  a  larger  burden  of  trans- 
portation for  the  railways. 

Looking  back  over  a  period  of  20 
years,  the  utilization  of  railway  facili- 
ties by  every  man,  woman  and  child  in 
the  IMted  States  has  more  than 
doubled.  From  1900  to  1920  ^  num- 
ber of  ton  miles  per  capita  and  pas- 
senger miles  per  capita  increased  110 
per  cent.  Add  to  this  astounding  fact 
the  further  fact  that  our  population  it- 
self increased  40  iper  cent  during  lAe 
same  20  years,  and  it  is  easy  to  see 
why  the  traffic  demands  on  the  railway 
network  trebled  during  the  period. 

To  handle  these  constantly  growing 
demands,  and  to  provide  for  their  fur* 
ther  growth  in  the  future,  the  railway 
plant  has  been  and  must  continue  to  be 
enlarged  in  every  possible  way.  Clearly, 
a  growing  railway  plant  needs  a  large 
net  addition  of  new  mileage,  equi^ 
ment  and  othor  facilities  merely  to  Iceep 
pace  with  the  growing  demand  for 
transportation. 

Borrawiig  Noedg  Largo 

In  ithe  second  place,  the  purchasing 
power  of  the  dollar  has  declined  to 

about  two-thirds  of  w'hat  it  was  ten 
yeax's  ago.  In  other  words,  for  every 
dollar  ex.pended  a  decade  ago  for  a 
given  physical  result  something  like  a 
dollar  and  a  half  must  be  expended 
today.  As  the  railway  plant  wears  out 
— and  almost  every  part  of  it  -except  the 
land  must  be  replaced  from  time  to 
tone — ^the  cost  of  renewing  it  is  greater 
than  the  originid  cost  of  con-struction. 
This,  too,  calls  for  additional  capital 
in  large  amounts.  In  fact,  unless  prices 
fall  appieciably,  the  larger  part  of  the 
railway  fdant  must  be  eventually  re- 
newed at  a  cost  higher  than  its  present 
book  value,  and  the  amount  of  new 
capital  needed  for  rei^wal  alone  will 
run  into  the  billions. 

Summarizing,  the  railway  Industry 
must  continue  to  be  one  of  the  nation's 
largest  borrowers.  While  the  sale  of 
new  stock  should  become  more  frequent 
than  at  present,  the  bulk  of  new  railway 
financing  will  doubtless  take  the  form 
of  issues  of  bonds  and  similar  obli- 
gations. To  encourage  the  resumption 
of  railway  financing  through  stock,  and 
to  make  pos>sible  the  continued  input  of 
railway  capital  that  wiirbe  required  by 
the  development  of  our  industrial  re- 
sources, the  railway  rate  of  return 
must  be  stabilized  at  a  point  not  below 
the  **fair  return"  contemplated  by 
legislation  now  in  effect  Omy  so  will 
railway  credit  become  strong  enough  to 
attract  and  to  carry  the  billions  of  new 
capital  that  must  be  raised  in  coming 
years. 
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Present  Tr^id  Controlling 

Future  of  Rail  Securities 


By  F.  J.  LISMAN 

of  F.  J.  JUman  &  Co, 


It  is  not  possiible  to  segregate  the 
problem  of  the  prices  of  existing 
securities  from  the  question  of  plac- 
ing the  securities  necessary  from  time 
to  time  for  the  extension  of  the  Ameri- 
can transportation  t>ysiem.  The  Trans- 
portation act  of  1920  fixed  6  per  cent 
to  be  a  fair  return  up  to  March  31, 
1922,  on  the  value  represented  by  the 
property  devoted  to  railroad  trans- 
portation. Thereafter,  the  fair  return 
was?  to  be  determined  by  the  Interstate 
Commerce  Commission.  This  fair  re- 
turn has  been  fixed  at  5%  per  cent 
until  further  notice. 

Lookix^  at  the  daily  list  of  offerings 
of  new  securities  and  at  the  quotations 
of  existing  securities,  a  5 %  per  cent 
interest  rate  is  obviously  inadequate  for 
the  purpose  of  attracting  additional 
capital.  No  one  possessing  capital  will 
take  the  risk  of  getting  5%  per  cent  at 
best  or  as  a  maximum  without  a  guar- 
anty, if  at  the  same  time  he  not  only 
runs  the  risk  of  getting  a  smaller  return 
hut  of  losing  some  or  even  possibly  most 
of  his  capital. 

Since  this  law  has  been  enacted  no 
new  railroad  companies  have  been 
organized  and  the  railroad  mileage  of 
^he  country  has  actually  been  shrinking. 
The  amount  of  mileage  abandoned  hy 
existing  lines  has  been  greater  than  the 
new  mileage  constructed  by  some  of  the 
stronger  railroad  corporations.  Before 
1914  there  were  annually  constructed 
upward  of  i;000  miles  of  new  railroad 
by  small  companies  for  the  purpose  of 
developing  outlying  sections.  Having 
made  a  specialty  for  many  years  of 
financing  this  kind  of  development,  the 
writer  is  in  a  position  to  say  that  this 
type  of  construction  has  permanently 
ceased,  with  the  possi'ble  exception  only 
of  some  lines  here  and  there  which  may 
be  constructed  for  the  purpose  of  trans- 
porting some  large  tonnage  awaiting 
transportation,  such  as  a  large  timber 
tract  or  the  product  of  a  mine.  In 
other  words  construction  of  short  lines 
will  be  merely  incidental  to  some  large 
commercial  development. 

There  are  large  sections  of  the  United 
States  south  of  the  Ohio  and  west  of 
the  Missouri  still  capable  of  the  same 
development  as  was  'brought  about  dur- 
ing the  two  generations  when  railroad 
construction  preceded  settlement.  This 
kind  of  development  must  now  be  done 
by  the  automobile.  States  and  counties 
hereafter  will  have  to  build  highways 
at  their  own  expense  and  the  people  can 


be  served  fby  autoinobilo  lines  which  need 
make  no  iuvestmeui  in  charters,  right  of 
way,  roadbed,  but  merely  in  equipment, 
that  is  in  movable  property  and  without 
burdensome  restrictions.  Automobiles, 
however,  cannot  open  up  the  huge  sec- 
tions of  country  with  tremendous  re- 
sources as,  for  example.  Northwestern 
Colorado  and  Central  and  Eastern  Ore- 
gon and  other  large  sections  of  the 
Rocky  Mountains  and  Pacific  states. 

AdditioMi  Capital  MiMt  Be  Raised 

The  rating  of  additional  money  for 

the  extension  of  railways,  the  double 
tracking  of  lines  and  the  creating  of 
other  additional  facilities  must  be  based 
altogether  on  existing  equities — that  is, 
this  must  be  done  by  existing  companies 
in  gqod  credit.  There  are  very  few 
railroad  companies,  not  to  exceed  a 
dozen  at  most,  whose  stock  cotiimands 
a  sufficient  premium  in  the  market  to 
enable  them  to  raise  additional  capital 
by  the  sale  of  their  common  stock  at 
par.  It,  therefore,  becomes  necessary 
in  order  to  obtain  money,  to  sell  bonds 
or  preferred  stock.  During  1922  two  of 
our  large  railroad  companies — ^tbat  is, 
ihe  Illinois  Central  and  the  Chesapeake 
&  Ohio — sold  respectively  6  per  cent 
autl  6^4  per  cent  preferred  stocks.  This 
example  is  likely  to  be  followed  much 
more  extensively  hereafter. 

The  laws  regulating  the  investments  ' 
of  savings  banks  in  New  York  and  many 
other  states  limit  the  investment  of 
savings  bank  and  trust  funds  to  bonds 
of  corporations  which  hive  paid  divi- 
dends on  their  stock  -of  not  less  than 
4  per  cent  for  a  series  of  years,  pro- 
vided the  bonded  debt  does  not  exceed 
three  times  the  capital  stock.  The 
bonded  debt  of  many  important  railways 
approaches  this  limit  and  the  companies 
in  order  to  enjoy  the  best  market  for 
their  bonds  must,  therefore,  increase 
their  outstanding  capital  stock. 

It  would  not  be  surprising  if  during 
the  next  12  months  such  companies  as 
the  New  York  Central,  the  Pennsylvania 
Railroad,  and  others  which  now  have  no 
preferred  stock  issues,  will  use  this 
method  of  raisiii|r  funds.  Naturally, 
under  the  prevailing  law  whenever  a 
security  is  issued  which  comes  ahead 
of  the  common  stock  and  which  pays 
more  than  5%  per  cent  interest,  the 
equity  or  potential  earning  capacity  of 
the  conmion  Mock  is  impinged  upon  and 
curtailed.  Since  1907  all  new  issues  of 
railroad  securities  under  the  Hepburn 
Amendment  to  the  Interstate  Commerce 
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Act,  have  had  to  be  approved  of  by  the 

Interstate  Commerce  Commission.  Up- 
ward of  $7,000,000,000  have  thus  been 
issued  and  the  purposes  for  which  this 
money  has  been  expended  have  been 
carefully  investigated  and  approved  of 
by  the  commission. 

Assuming  the  present  value  of  the 
railroads  to  bo  $21,000,000,000  or  about 
$2,000,000,000  more  than  their  value,  as 
at  present  accepted  by  the  commission, 
then  their  value  in  1907  was  $14,000,- 
000,000.  This  means  that  during  the 
last  15  years  the  capital  invested  m  rail- 
road transportation,  owing  to  the  bur- 
densome res^trictions  and  the  inadequate 
return  on  capital,  has  been  increased  by 
but  50  per  cent.  Unquestionably  the 
transportation  system  has  not  kept  pace 
with  the  growth  of  the  country;  this 
increase  should  have  approximated 
e  2-3  per  cent.  With  the  present  check 
to  immigration,  which  is  likely  to  be 
permanent,  though  not  to  such  an  extent 
as  is  now  the  case,  the  growth  of  the 
country  hereafter  will  probably  not  be 
as  rapid  as  heretofore. 

If  we  assume  that  the  additional 
capital  required  during  the  next  15  years 
win  be  taken  care  of  "by  another  50 
per  cent  increase,  then  approximately 
$11,000,000,000  will  be  needed.  What 
the  average  cost  of  this  money  is  going 
to  be,  depends,  of  course,  on  the  prevail- 
ing rate  of  interest  in  the  meanwhile, 
but  with  the  risk  of  the  railroad  busi- 
ness and  the  necessity  of  providing  a 
good  portion  of  this  money  by  the  sale 
of  stock,  the  average  cost  is  likely  to 
be  quite  a  little  over  6  per  cent*  As- 
suming the  cost  to  be  6%  per  cent,  it 
would  mean  that  the  exi'Sting  junior 
securities  would  have  to  accept  a  pro- 
portionately diminished  income. 

If  the  theory  of  a  permissiUe  interest 
on  additional  capital  of  less  than  the 
money  costs  5s  carried  on  long  enough 
existing  equities  will  be  entirely  wiped 
out  by  lack  of  earning  capacity,  but  the 
providing  of  additional  capital  will  be- 
come impossJble  long  before  the  equities 
are  entirely  exhausted  and  the  Govern- 
ment would  therefore  have  to  take  over 
the  properties  and  raise  the  money  itself 
in  order  to  furnish  adequate  transporta- 
tion. 

Government  Ownership  a  Failnre 

Government  ownership  and  operation 
of  railroads  has  been  tried  in  many 

countries  the  world  over  and  has  not 
been  a  success  in  any  of  the  larger 
countries  except  in  pre-war  Germany. 
It  was  a  reasonable  success  there  on 
account  of  the  peculiar  organization  and 
psychology  of  Germany  in  the  Kaiser's 
days.  The  railroads  were  run  in  a  way 
as  part  of  the  military  machine,  which 
was  able  to  hire  capable  officials  at 
small  salaries  by  capit^izing  human 
vanity  which  manifested  itself  in  the 
form  of  greed  for  titles.  In  other  words, 
men  whose  fair  salary,  taking  the  re- 
quir^nents  of  their  work  into  consider- 


ation, should  have  been  the  equivalent 
of  say  $5,000  per  annum,  could  be  en- 
gaged for  half  this  salary  provided  the 
position  was  coupled  with  an  ambitious 
title,  of  which  the  whole  family  partook. 
Now  that  Germany  is  a  democracy  and 
state  emtployment  can  no  longer  be  de* 
pended  on  as  a  permanent  career,  offi- 
cials have  to  be  paid  much  higher 
salaries:  Furthermore,  for  political 
purposes,  the  German  Government,  like 
most  other  governments,  employ  an  un- 
necessary number  of  people  who  are  not 
giving  a  full  day's  work  for  a  full  day's 
pay. 

In  the  United  States  where  huge  sums 
must  be  spent  every  year  for  additional 

facilities,  Congress  might  be  willing  to 
appropriate  this  money  one  year  and 
there  might  be  no  appropriation  during 
the  following  year  on  account  of  a  dis- 
agreement as  to  how  the  money  should 
be  spent.  Each  Congressman  would 
root  for  his  own  district,  endeavoring 
to  get  shops,  yards  and  extensions  lo- 
cated there:  The  large  appropriations 
necessary  for  railroad  purposes  would 
probably  be  handled  more  or  less  on 
the  pork  barrel  basis,  as  is  customary 
with  the  River  and  Harbor  Bill.  Not 
only  the  applications  for  minor  jobs,  hut 
also  those  for  the  'better  paid  positions 
would  probably  be  more  or  less  handled 
by  Senators  and  local  Congressmen, 
who  would  certainly  try  to  influence  the 
railroad  administration  for  the  bmiefit 
of  their  constituents. 

Before  the  Transportation  Act  went 
into  effect,  most  railroad  companies  had 
to  get  the  consent  of  several  state  com- 
missioners to  any  issue  of  new  securi- 
ties. Several  times  it  happened  that 
the  railroad  company  found  difficulty  in 
getting  the  consent  of  the  commission 
of  one  state  if  all  the  money  was  to 
be  expended  in  some  other  state  and  it 
even  became  necessary  in  order  to  se- 
cure this  consent  to  agree  to  expendi- 
tures not  urgently  needed. 

It  is  the  tendency  of  all  governments 
to  pay  lower  salaries  and  to  employ 
more  men  for  any  work  than  private 
employers.  Neither  will  governments 
pay  adequate  salaries  for  responsible 
positions,  and  therefore  they  can  seldom 
get  men  with  the  necessary  vision  and 
executive  ability  in  order  to  achieve 
the  best  results  for  the  money  and  li^r 
expended. 

Consolidation  of  Railroads 

The  Transportation  act  of  1920  pro- 
vides that  the  Interstate  Commerce 
Commission  shall  plan  for  the  consolida- 
tion of  all  the  ndlroads  in  the  United 
States  into  a  limited  number  of  systems. 
It  does  not  permit  of  any  substantial 
consolidations  of  the  railroads  in  the 
meanwhile,  that  is,  until  the  whole  plan 
is  worked  out.  Senator  Cummins,  who 
had  much  to  do  with  the  framing  of  this 
law,  had  in  mind  et  the  time  the  thought 
thar  he  wanted  the  weaker  roads  ab- 
sorbed by  the  strong  systems,  -as  he 
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feared  that  under  a  system  of  gradual 
consolidation,  the  weak  lines  might  be 
left  oat  entirely. 

It  is  necessary  to  remember  the  point 
of  view  of  the  public  early  in  1920  when 
the  act  was  being  framed.  There  was 
a  general  boom  in  business  during  a 
period  when  railroad  properties  had 
deteriorated  physically  in  consequence 
of  Government  management  and  labor 
shortage.  Every  shipper  who  could  not 
get  cars  and  who  was  located  on  a  weak 
Bne  thought  if  he  were  only  located 
along  a  strong  railroad  system,  he  wonld 
not  have  such  trouble. 

If  the  radicals  in  the  next  Congress 
have  their  own  way  they  wiU  want  the 
Government  to  acquire  the  strong  roads 
at  physical  value  or  the  average  market 
price  of  their  securities  and  to  let  the 
weak  roads  continue  their  struggle, 
which  would  really  mean  to  cease  their 
struggling  and  become  bankrupt  The 
Interstate  Commerce  Commission  wHl 
probably  recommend  to  Congress  that 
it  be  permitted  to  authorize  partial  con- 
solidation. The  first  step  in  this  direc- 
tion would  probably  be  permission  for 
the  Hill  group  of  railroads  to  carry  out 
their  long  contemplated  merger.  The 
capital  structure  of  the  four  principal 
Hill  roads — that  is,  the  Great  Northern, 
NortSiem  Pacific,  Chicago,  Burlington 
&  Quincy,  and  Colorado  &  Souliiem — is 
a  comparatively  simple  one.  The  stocks 
of  the  first  two  companies  are  selling 
at  about  the  same  prices  and  are  in- 
trinsically probably  worth  about  the 
sam  e. 

The  stock  of  the  Chicago,  Burlington 
&  Quincy  is  substantially  all  owned  by 
these  two  companies  and  the  majority 
of  the  stock  of  the  Colorado  &  Southern 
is  oiraed  by  the  Chicago,  Burlington  & 
Quincy.  The  problem  of  agreeing  on 
the  values  of  the  stocks,  therefore,  hard- 
ly arises  in  this  case.  If  on  the  other 
hand,  for  example,  either  of  the  Hill 
roads,  the  Union  Pacific  or  any  other 
system,  should  be  requested  by  the 
Interstate  Commerce  Commission  to  ac- 
quire and  consolidate  with  the  Chicago, 
Milwaukee  &  St.  Paul  system,  the  prob- 
lem would  be  very  complex. 

There  is  about  $235,000,000  of  St  Paul 
stock  outstanding,  which  represents  a 
physical  value  of  probably  not  less  than 
par  value,  with  a  normal  earning  capa- 
city of  a  fair  rate  of  interest  on  t&is 
Tftlue;  in  fact  liS  years  ago  the  company 
used  to  pay  7  per  cent  on  the  entire 
amiount  of  its  stock.  It  is  the  evident 
expectation  of  the  owners  of  this  prop- 
erty that  in  course  of  five  or  ten  years 
it  can  «sain  aebieve  its  former  earaing 
capacity. 

No  doubt  the  stockholders  of  the 
Union  Pacific,  for  example,  would  decline 
to  take  this  expectation  for  granted  and 
would  only  agree  to  consolidation  with 
the  St  Paul  on  the  basis  of  its  present 
earning  capacity,  which  is  more  or  less 
reflected  in  the  present  price  of  its 


securities.  Such  a  proposition  would 
hardly  be  acceptable  to  the  stockholders 
of  the  St  Paul  company. 

It  is  doubtful  whether  any  laws  pro- 
viding for  compulsory  consolidation 
could  compel  the  Union  Pacific  company 
to  pay  more  for  the  St.  Paul  stock  than 
its  directors  and  stocicholders  tiiought 
proper  or  compel  the  stockholder's  of 
the  St  Paul  to  sell  at  a  lower  price  than 
they  deem  fair.  Under  compulsory  con- 
solidation laws  such  a  situation  would 
have  to  ran  the  gauntlet  of  the  courts 
and  could  dierefore  not  be  effective  for 
many  years  to  come,  even  if  the  law 
were  finally  declared  constitutional^ 
which  is  very  doubtful. 

It  would  therefore  seem  that  in  order 
to  promote  consolidation  the  Transpor- 
tation Act  is  likely  to  be  amended  so 
as  to  authorize  the  commission  to  per- 
mit and  encourage  partial  consolidation, 
even  to  the  extent  that  in  some  cases 
lines  more  or  less  competitive  may  be 
merged.  This  legislation  would  be  a  re- 
versal of  public  opinion  as  expressed  in 
the  Sherman  Act  of  1890  and  Hepburn 
Amendment  of  1907  to  the  Interstate 
Commerce  Act  No  doubt  such  legis- 
lation would  be  helpful  to  the  railroad 
companies  and  to  the  public. 

Recapture  of  Surplus  Earnings 

The  very  important  section  of  the 
Transportation  Act,  which  is  known  as 
"Recapture  of  Earning  Clause,"  is  now 
before  the  courts.  This  clause  provides 
that  anything  earned  above  the  fair  rate 
of  interest  fixed  by  the  commission  must 
be  paid  back  to  the  Government  to  be 
used  a.s  a  reserve  fund,  partially  for  the 
weaker  railroad  companies  in  order  to 
provide  them  with  capital  for  additiimal 
equipment,  etc.  Thus  far  in  several 
cases  in  the  lower  courts  the  judges 
have  ruled  in  favor  of  the  constitution- 
ality of  this  provision.  In  a  reerat  case 
the  court  interpreted  this  clause  as  "the 
exercise  of  the  taking  power  of  the 
Government"  The  Supreme  Court  will 
finally  have  to  decide  whether  5%  per 
cent  is  a  fair  rate  of  return,  considering 
that  the  companies  may  not  earn  this 
amount  in  some  ye^irs,  wliile  in  favorable 
years  they  would  have  to  turn  over  the 
surplus  above  6%  per  cent  to  the  Gov- 
ernment In  otiier  words,  is  5%  per 
cent  a  fair  rate,  especially  if  the  com- 
panies are  not  entitled  to  have  cumu- 
lative earnings  at  that  rate?  In  the 
decision  la  the  Consolidated  Gas  case 
given  some  years  ago  when  tiie  prevail- 
ing rate  of  interest  was  rather  lower 
than  at  present,  the  Supreme  Court  held 
that  7  per  cent  was  a  fair  rate. 

An  amendment  to  the  Transportation 
Act  authori^ng  partial  consoiidation 
would  undoubtedly  stimulate  speculation 
in  securities  of  the  weaker  r^roada. 

New  Railroad  Letislattoi 

It  7B  expected  that  the  President  wiU 
ask  Congress  fot  an  amendment  pro- 
viding for  the  abolition  of  the  La^or 
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Board  and  the  giving:  of  authority  to  the 
conunission  to  fix  the  rate  of  wages, 
because  obviously  it  is  preposterous  to 
have  one  set  of  men  fixing  freight  and 
passenger  rates  and  rate  of  return  on 
tfie  money  and  to  have  another  set  of 
men  fix  the  item  of  wages  which  absorbs 
about  one-half  of  all  the  income.  It  is 
also  intimated  that  the  President  will 
^"lS^®J,^l^at  freight  rates  be  reduced. 

President  Harding,  during  the  railroad 
atnfce  a  year  ago  and  in  many  other 
ways,  has  shown  an  inclination  to  please 
everybody;  m  the  end  he  pleased  no  one 
neither  the  railroad  shippers  nor  the 
employes.  If  the  leaders  of  the  Re- 
Pttblican  party  should  determine  to 
change  their  attitude  on  Uie  wiilroad 
problem  and  eater  to  what  appears  to 
be  the  greatest  number  of  voters  in- 
eli>dmg  the  farm  bloc,  etc.,  the  President 
will  have  to  step  very  lively  because 
Mr.  McAdoo  and  Mr.  Ford,  the  most 
prominent  Democratic  candidates  for 
the  presidental  office,  wUl  manage  to 
keep  several  jumps  ahead  of  him  at 
all  times. 

Right  here  it  is  proper  to  say  that 
the  reports  about  Ford  being  a  rail- 
road wizard,  which  have  been  assidu- 
ously circulated,  presumably   by  Mr 
Ford's  press  bareao,  are  in  no  wav 
shape  or  manner  warranted.   They  are 
(based  on  one  month's  operation  of  Mr 
Ford's  railroad,   the  Detroit,  Toledo 
&  Ironton,  that  is  on  the  earnings  of 
June,  1921.    This  railroad  has  on  the 
whole  not  done  as  well  as  its  neighfbors 
m  fipite  of  the  fact  that  Mr.  Ford 
favors  It  with  his  very  heavy  business. 
Mr.  Ford  has  been  unwilling  to  furnish 
tbe  Interstate  Commerce  Commission 
with  the  figures  Which  the  other  rail- 
road companies  are  required  to  furnish 
and  has  only  complied  with  the  re- 
quirements of  the  commission  under 
considerable  pressure.    A  careful  an- 
alysis of  the  report  of  earnings  for  the 
particular  month  mentioned  fully  shows 
the  absurdity  of  the  claims  for  extra- 
ordinary results  set  forth  at  that  time. 
None  of  the  unfavorable  reports  since 
published  by  Mr.  Ford's  rairoad  seem 
to  have  had  much  effect  in  displacing 
the  misinfonuation  radiated  by  sensa- 
tional headlines  into  the  heads  of  people 
Who  desire  to  get  their  entire  fund  of 
knowledge  from  Sttdi  sources  or  from 
pictures. 

It  seems  clear  that  the  Congress 
which  will  assemble  in  December,  1923, 
will  spend  much  of  its  time  on  thie 
transportation  problem  and  the  uncer- 
tainty of  what  is  going  to  happen  then 
is  already  troubling  everyone  interested 
in  railroad  securities  and  management. 
Quite  likely  the  schemes  of  the  radicals 
for  allowing  a  return  on  the  market 
value  of  the  securities  only  will  not 
pass  because  on  the  face  of  it  it  is  im- 
mactieable.  All  men  with  legal  train- 
mg  and  probably  all  men  of  common 
sense  know  that  such  legislation  would 
be  unconstitutional  because  it  would  be 


equivalent  to  confiscation  of  the  proper- 
ties. For  example,  the  New  Haven, 
taking  the  market  value  of  its  bonds 
and  stocks,  is  selling  for  considerably 
less  than  one-third  of  its  value  as  con- 
ceded ^  by  the  Interstate  Commerce 
Oomnussion.  To  be  allowed  to  earn 
mterest  only  on  this  depreciated  value 
would  not  only  mean  a  gross  injustice, 
but  It  would  mean  the  failure  of  many 
banks   and   other   institutions  largely 

securities  and 
the  beggarmg  of  thousands  of  investors 
who  during  the  period  of  ite  prosperity 
put  their  all  into  this  property. 

The  continuity  of  an  intelligent  trans- 
portation poUcy  on  part  of  Congress 
is  absolutely  essential,  but  legislative 
bodies  have  shown  very  little  capacity 
for  either  a  continuity  of  poli<^  or  an 
intelligent  policy. 

Present  Outlook 
For  the  moment,  or  rather  for  the 
year   1923,   the   outlook  for  railroad 

earnmgs  appears  quite  satisfactory  and 
It  as  quite  probable  that  the  railroads 
may  during  the  year  earn  the  maxi- 
mum of  6%  per  cent  which  they  are 
permitted  to  do  under  the  present  laws 
and  regulations. 

JiJl^  difficult  to  look  beyond  the  fall 
of  At  present  labor  is  fully  em- 

ployed. Hiortly  the  farmers  will  have 
to  engage  a  large  amount  of  help  and 
will  be  coiApeUed  to  bid  for  this  against 
the  manufacturers.  As  a  consequence 
crops  raised  during  1923  will  cost  more 
than  those  raised  in  1921  and  1922. 
If  the  price  for  the  cereals  should 
decline  below  the  present  level,  the 
farmers  will  not  make  anv  money  and 
not  only  will  their  buying  power  be 
diminished  but  they  wiU  again  want 
legislative  help.  They  will  want  the  im- 
migration laws  modified  and  railroad 
rates  reduced-  The  attempted  modifi- 
cation of  the  immigration  laws  will  be 
fought  by  the  labor  unions  to  the  ut* 
most  and  quite  likely  we  may  see  the 
unnatural  alliance  of  farmers  and  labor 
come  to  an  end.  This  may  have  very 
important  bearings  in  every  walk  of 
life  and  wiH  of  course*  affect  the  rail- 
roads. 

While  the  labor  situation  of  the  rail- 
roads looks  peaceful  for  the  time  be- 
ing, an  early  demand  for  a  rise  in  rail- 
road wages  may  be  looked  for,  because 
if  wages  elsewhere  tend  upward  railroad 
wages  must  follow  the  same  trend.  A 
wage  advance  would  interfere  with  the 
possibility  of  rate  reductions  which 
otherwise  might  come  with  the  dose  of 
this  year,  especially  if  business  in  gen- 
eral should  remain  good.  If  owing  to 
Europe  s  ^  impaired  buying  capacity^ 
staples  brmg  a  low  price,  business  can- 
not remain  good  and  then  again  wages 
would  tend  downward,  but  the  difficulty 
about  all  these  things  is  that  they  do 
not  synchronize. 

The  Only  Solution 
The  railroad  problm  is  like  most 
of  our  other  great  problems:  In  final 
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analysis  it  is  in  the  hands  of  the  people 
and  if  they  do  not  take  any  interest  in 
public  affairs  and  continue  to  send  in- 
competent men  to  legislatiTe  bodies, 
th^  can  only  get  the  results  of  incom- 
petency. It  is  necessary  for  men  who 
have  a  stake  in  the  community  to  give 
a  reasonable  amount  of  their  time  to 
public  affairs  and  to  the  selection  of 
good  men  for  office.  A  certain  number 
must  also  be  willing  to  serve  in  pub- 
lic office.  Public  office  at  present  is 
the  only  vocation  where,  generally 
speaking,  the  fit  are  weeded  out  and 
the  unfit  remain. 

In  commerce  and  industry  the  unfit 
fall  by  the  wayside.  In  the  public  life 
a  thoroughly  able  man  soon  discovers 
that  it  is  more  lucratiye  and  pleasant 
to  engage  in  some  other  vocation  where 
he  will  be  subject  to  no  political  press- 
ure, opposition  and  petty  annoyance. 
On  the  other  hand  the  unfit  or  mediocre 
largely  remain  in  puUic  life  for  the 
purpose  of  continuing  to  draw  their 
salaries.  They  generally  do  just  enough 
work  to  hold  their  jobs,  dreading  and 
dodging  responsibility  whenever  pos- 
sible. Unless  the  people  who  have  a 
real  stake  in  the  community  are  will- 
ing to  make  some  sacrifices  in  order 
to  attain  better  government,  this  con- 
dition cannot  be  changed. 

Praise  for  Commerce  Board 

Before  closing  it  is  but  justice  to 
say  that  the  ^terstate  Commerce  Com- 
mission as  a  whole  is  much  superior 


to  the  average  governmental  body.  Tlie 
commission  is  composed  of  eleven  men 
who  receive  the  very  inadequate  salary 
of  112,000  per  annum,  which  carries  with 
it  the  responsibility  of  supervising  |20,- 
000,000,000  worth  of  investments.  No 
doubt  it  is  this  tremendous  responsi- 
bility which  the  commission  cannot 
possibly  avoid,  even  if  it  wished  to  do 
so,  which  has  made  these  men  rise 
above  the  level  of  other  Government 
bureaus  or  bodies.  These  eleven  com- 
missioners are  tremendously  over- 
worked and  Congress  has  not  been  will- 
ing to  give  tlie  conunission  sufficient 
support  in  the  way  of  appropriations 
for  adequate  salaries  for  able  bureau 
chiefs  and  other  assistants.  Quite  true 
the  expenses  of  the  commission  have 
increased  tremendously^  but  not  dispro- 
portionately to  the  additional  work 
thrown  on  the  commission.  Much  fault 
has  been  found  with  the  commission  iu 
many  quarters.  This  criticism  as  a 
whole  is  unjustified;  it  should  apply  to 
the  law  under  which  the  commission  is 
working  and  not  to  the  commissioners. 

To  sum  upy  the  price  of  railway 
securities  in  uie  future  depends  on  the 
crops  and  their  prices  which  determine 
more  or  less  the  volume  of  business;  on 
the  money  market,  which  has  an  im- 
portant ii^uence  on  the  price  of  securi- 
ties and  on  le^slation  and  the  oudoofc 
for  legislation  which  determines  the 
credit  position  of  the  railroads  and  is 
the  mc^t  important  factor  of  alL 
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The  farmer's  first  need  in  the  opera- 
tion of  hig  plant  is  a  wagon. 

He  must  have  it  to  take  his  plow  and 
other  equipment  to  his  farm,  as  well  as 
bis  seeds,  feed^  and  other  things  neces- 
sary for  production. 

When  the  crop  is  grown  and  har- 
vested the  wagon  is  again  used  to  de- 
liver the  crop  to  the  nearby  station. 

If  the  wagon  breaks  down  in  the 
spring  season  the  crop  is  delayed  in  the 
planting.  If  it  becomes  disabled  in  the 
harvest  period  the  farmer  runs  a  risk 
of  missing  his  best  markets. 

The  railroad  is  the  farmer's  wagon 
between  his  local  station  and  the  fac- 
tory or  the  shipside.  It  brings  him  his 
machinery  and  seeds  and  feed  as  well 
as  food  and  clothing.  When  the  rail- 
road fails  to  function  the  farmer  is 
distressed  and  when  the  farmer  does 
not  produce  his  wagon  is  idle.  The 
priiiqpal  ^iF^H'^g  factor  in  American 


agricultural  production  is  Transporta- 
tion. 

From  the  first  westward  extension  of 
the  Baltimore  &  Ohio  the  develotpment 
of  American  agriculture  and  railroad 
extensions  have  gone  hand  in  hand. 
That  does  not  mean  that  at  times  one 
has  not  pulled  or  pushed  the  other-  It 
does  not  mean  that  harmony  has  always 
prevailed  or  that  community  of  interest 
has  always  been  recognised  though  al- 
ways existing. 

Some  things  in  life  are  quickly  forgot- 
ten, others  remembered  until  the  sec- 
ond or  third  generation*  A  year  or 
two  ago  while  looking  over  9ome  old 
family  papers  I  found  a  $1,200  stock 
certificate  held  by  any  father  and  uncle 
in  the  long  since  forgotten  B.  A.  &  L. 
R.  B. — a  projected  narrow  gauge  line 
of  some  40  miles  in  the  community  of 
my  boyhood.  I  recall  the  old  grades — 
some  traces  of  them  show  to  this  day. 
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But  the  road  went  into  bankruptcy  be- 
fore a  train  was  ever  run.  The  $1,200 
mvestment  was  a  large  one  for  the 
family  at  that  day  and  the  loss  must 
have  been  serious^ — but  no  complaint  of 
It  ever  came  to  my  young  ears,  Milliona 
of  other  farmers'  dollars  helped  the 
financing  of  other  lines— snccessful  and 
unsuccessful,  but  in  the  main  not  prof- 
itable in  direct  financial  returns.  The 
loost  of  tiiis  has  been  long  since  charged 
off  the  farmers'  memory  account*  * 
A  Farmer's  Griwaneo 
It  would  doubtless  have  been  com- 
pletely forgotten  except  that  a  little 
later  on  some  rail  officials  in  some 
states  sought  to  protect  their  rights  of 
way  by  political  fences  and  hedges. 
The  farmer  had  been  their  ally  in  their 
economic  building.    It  is  safe  to  say 
he  would  have  always  remained  so  had 
the  roads  played  golf  instead  of  playing 
for  State  legislatures  and  conventions 
and  governorships  and  Senatorships.  But 
they  didn't.    The  result  is  that  the 
present  administrations  of  transporta- 
tion systems  have  a  heritage  of  mistrust 
and  suspicion  handed  down  from  father 
to    son    that    is    seeking  expression 
through  the  same  convention  halls  and 
legislative  assemblies   the  roads  for- 
merly sought  to  dominate. 

The  American  farmer  places  political 
equality  and  independence  above  all 
else.  'Twas  not  tax  principle  that  spilled 
England's  tea,  and  human  nature  has 
not  changed.  Tea  will  continue  to  be 
spilled  every  time  tibe  common  people 
of  America  sense  domination  of  ineQua- 
lityin  any  spot  or  place. 

The  two  most  important  factors  en- 
tering into  the  fanner's  relationship 
with  the  railroads  are  service  and 
rates.  Of  the  two  service,  though  less 
mentioned,  is  of  most  importance. 

Rates  determine  the  *^nt  of  pocket" 
dollars  which  the  farmer  pays  the  rail- 
road. ^  Part  of  this  is  for  the  bringing 
in  of  implements  and  building  material, 
fuel,  seeds,  feed,  food  and  clothing.  It 
is  freight  bill  payments  even  though 
settlement  is  with  the  lumber  man  or 
hardware  merchant  or  clothier  or 
butcher  rather  than  with  the  station 
agent.  Ot  aggregate-s  an  enormous 
amoont,  for  it  is  the  carrying  costs 
from  factory  to  farm  on  some  $7,000.- 
000,000  of  commodities  which  are  an- 
nually consumed  by  the  farmer.  These 
dollars  are  additional  factors  in  high 
level  of  retail  commodity  costs,  or  the 
spread  between  consnmer'a  costs  and 
•producer's  prices. 

"Out  of  Pocket"  Charges 

The  major  freight  payments,  however, 
are  paid  directly  by  the  farmer  on  his 
outgoing  product,  for  we  muBt  pay  the 
freight  in  advance  from  the  farm  to  the 
factory  or  process  or  whether  butcher, 
miller,  or  spinner  lives  in  Chicago  or 
Boston  or  Liverpool  or  Bremen. 

It  is  these  freight  deductions  from 
the  pay  check  that  hurt  because  the 
farmer  cannot  immediately  pass  them 


on  as  cau  other  industries.    They  are* 
truly  "out  of  pocket"  charges.  They 
are  subtraction  factors  in  the  spread 

between  producer's  prices  and  con- 
sumer's costs.  The  farmer^s  freight  is 
like  Simon  Hull's  two  bitted  axe— cuts 
comn  and  gwyin.' 

In  the  periods  of  gradually  decreas* 
ing  or  level  maintenance  of  rates  the 
farmer  had  a  gradually  increasing  price 
level  for  his  products.  From  191*5  to 
1920  the  rise  was  rapid.  But  in  1920 
the  fameir's  prices  dropped  more  than 
50  per  cent.  On  many  commoditie»  and 
in  some  localities  the  division  was  by 
five — on  some  ten— and  this  happened 
just  when  rates  were  multiplied  by  two, 
Thus  a  great  economic  problem  has 
been  evolved.  It  is  a  problem  of  rela- 
tionshijps.  The  farmer  must  have  trans- 
portation. The  nation  must  have  the 
farmer*  The  reasonable  prosperity  of 
all  is  essential.  It  can  only  come  from 
readjustments  on  the  part  of  all.  Until 
these  readjustments  are  made  the 
Earmer'6  demand  for  lower  rates  will 
coutimie  justly  insistent 

Complaints  on  Service 

The  farmer's  complaint  concerning 
service  is  fully  as  justifiahle  as  that 
about  rates.  Even  before  the  war  service 
was  declining.  Cars  were  harder  and 
harder  to  get  When  the  farmer's  note 
was  due  at  the  bank,  or  he  had  to  have 
money  to  pay  rent  or  taxes,  he  was 
crippled  in  his  marketing  because  the 
local  warehouse  or  elevator  was  full  and 
no  cars  available.  Twenty  and  thirty 
years  ago  stock  loaded  at  Clemons, 
Iowa,  at  nooa  today  would  be  in  Chi- 
cago by  sun-up  tomorrow.  Now  it  takes 
at  least  two  nights  and  a  day.  Losses 
from  shrinkage  are  increased.  On  most 
roads,  stock  yards,  loading  platforms, 
and  scales  are  in  bad  repair.  They  have 
not  been  properly  kept  up  for  years. 
Poor  service  has  intensified  the  feel- 
ing created  by  high  rates. 

Last  August  I  bought  a  car  of  feeder 
pigs  in  Kansas  City  and  shipped  them 
to  Clemons.  Iowa.  The  most  direct 
routing  is  293  miles.  The  car  was 
OK'd  By  the  receiving  road.  The  pigs 
were  shipped  under  inspection  of  Bu- 
reau of  Animal  Industry.  The  weight  was 
880  pounds  under  minimum  on  which 
I  paid  freight.  The  car  was  four  days 
en  route.  Twenty-seven  pigs  weo-e  dead 
on  arrival.  The  shipment  was  under 
carrier  responsibility.  A  damage  claim 
was  at  once  filed.  Some  montiis  have 
passed  without  settlement. 

In  February  I  bought  two  cars  of 
calves,  97  head,  at  the  same  market  to 
consume  my  surplus  hay  and  silage. 
This  shipment  was  enroute  56  hours, 
averaging  about  five  miles  per  hour. 
There  were  no  stiikes  or  storms  to 
hinder.  The  calves  were  sick  when  un- 
loaded. Two  veterinaries  said  the 
cause  was  starvation  and  exposure.  Ten 
died  and. others  were  weeks  in  recover- 
ing. No  acknowledgment  yet  of  receipt 
of  a  damage  eliom  ffled  a  month  ago. 
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Cases  Not  Unusual 

These  cases  are  not  unusual  or  in- 
frequent. I  am  not  contending  there 
are  no  "Extenuating  circumfitanees." 
I  am  stating  that  I  am  in  no  wise 
responsible  and  that  the  loss  through 
lack  of  service  is  many  times  the 
freight  cost.  From  the  angle  of  my 
barn  door,  I  paid  a  big  freight  bill  to 
a  big  corporation  from  which  I  had 
every  right  to  expect  service;  and  I  am 
holding  the  sack.  Thousands  of  farm- 
ers can  report  similar  experiences. 

The  railroads  have  made  a  remark- 
able recovery  during  the  -past  year.  The 
farmer  will  get  direct  benefit.  The 
tonnage  from  our  industries  has  been 
largely  responsible  for  the  recovery. 
To  carry  this  industrial  tonnage  the 
cars  going  East  with  agricultural  prod- 
ucts have  not  been  promptly  returned. 

The  system  of  car  distribution  which 
is  in  operation  may  move  the  maximum 
tonnage  and  gets  the  best  results  from 
the  national  point  though  it  is  by  no 
means  certain  that  it  does.  But  it  is 
not  satisfying  the  (Midwest  or  the 
Northwest  farmer. 

When  Jones  of  Hickory  Farm  is 
ready  to  market  his  wheat  or  hogs  he 
doesn't  lend  his  wagon  to  his  neigh- 
bor. When  the  local  station  agent  tells 
him  he  can't  get  cars  because  they  are 
all  down  East,  Jones  cusses  the  rail- 
roads and  Wall  Street  and  other  powers 
that  are  or  are  not.  He  reasons  that 
the  roads  are  public  carriers  with  the 
obligations  of  public  service.  The 
wheat  belongs  to  him.  The  time  for 
marketing  has  come.  Jones  is  part  of 
the  public.  He  claims  just  as  much 
right  to  service  as  the  Sted  Trust  or 
Packers  or  anyone  else. 

Jones  does  not  stop  to  consider  that 
cars  eost  money  and  that  the  service 


he  demands  must  be  paid  for  from  a 
draft  on  his  own  wheat  or  hogs.  He 
does  not  consider  that  if  he  and  all  his 
neighbors  could  market  at  any  time 
they  might  glut  the  markets  and  lower 
the  price. 

Learning  to  Reason 
• 

Jones  has  not  learned  to  reason  his 
own  problems  in  terms  of  relationship. 
Neither  have  many  other  fellows.  If 
they  had,  probably  Jones  would  get 

more  cars.  ,   ,  ^  i. 

The  farmer  is  not  a  bad  fellow  when 
he  has  facts.  In  truth  there  is  none 
better  or  fairer.  What  is  needed  above 
all  things  is  trustworthy  information^ 
both  about  the  railroad  and  the  farm- 
er— economic  facts— not  political  bunk. 
The  present  needs  of  agriculture  and 
the  future  outlook  demand  not  a^  na- 
tional railroad  policy,  nor  a  national 
highway  or  marine  policy,  but  a  na- 
tional transportation  policy  in  which 
the  highway  and  railway  and  ship  and 
airplane  are  properly  co-ordinated  to 
produce  the  maximum  results  for  all. 
And  that  natiimal  transportation  policy 
should  also  consider  transportation  in 
relation  to  the  farm,  factory,  mine  and 
to  every  other  industry.  It  must  uso 
be  an  economic  and  not  a  political 
policy.  No  amount  of  legislation  will 
ever  make  good  farmers  or  good  rail- 
road presidents.  ,  .  «     *t  ^ 

Government  ownershrip?  Not  on 
your  life.  The  farmer  had  enough  of 
that  during  the  war.  He  reasons  Gov- 
ernment ownership  of  the  railroads 
means  Government  ownership  of  all 
essemtial  industries,  including  sooner  or 
later  his  own  farm.  He  believes  m  the 
preservation  of  personal  initiative  and 
property  rights.  All  he  wants  is  his 
regular  turn  at  the  pump  handle. 


Interests  of  Roads  and 

Farms  Declared  Mutual 

By  F,  L.  CHAPMAN, 

Editor^  ''Better  Farming'* 


I  shipped  12  carloads  of  sheep  from 
our  Western  ranch  to  the  Chicago  mar- 
ket. The  distance  is  1,600  miles.  The 
run  should  have  been  made  in  seven 
days.  It  required  12.  The  losseB  and 
shrinkage  were  heavy  and  I  was  mad. 

A  railroad  is  an  impersonal  corpora- 
tion, but  when  you  hear  repeatedly  that 
a  particular  railroad  which  appears  to 
have  done  you  an  injury  is  owned 
mostly  by  a  man  down  near  Wall  Street, 
the  grievance  is  harder  to  control.  I 
had  heard  so  often  that  this  man  and 
that  man  owned  this  road  and  that  road 
that  I  foolishly  made  the  assertion 
myself  and  my  accuracy  was  diaOengeo, 


I  investigated.  I  was  wrong.  For  m- 
stead  of  that  gentleman  or  any  gentle- 
man owning  all  or  half  or  even  a  quar- . 
ter  of  that  particnlar  road,  he  didnt 
own  enough  stock  to  elect  himself  a 
dire<:tor,  unless  quite  a  few  of  the  other 
33.246  stockholders  voted  for  him. 

it  will  be  a  surprise  to  many  people 
as  it  was  t  ome  to  learn  that  we  have 
already  achieved  in  rather  recent  years 
public  ownership  of  our  railroads.  With 
very  little  effort  I  could  ascertain  the 
present  number  of  stockholders.  All  I 
know  at  the  momait  is  that  ten  years 
ago  there  were  more  than  800,000.  At 
that  tinae  the  Pennsylvuiia  Bailroad 
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had  60,000,  and  more  than  half  of  them 
wamen  of  minor  children.  Today  the 
Pennsylvania  has  187,M0  individual 
stockholders.  Since  its  lines  constitute 
nearly  one-tenth  of  the  country's  total 
i^iii^A^^'  possible  that  ten  times 

187,000  or  1,370,000  stockholders  are  the 
actual  owners  of  our  American  Bail- 
way  s« 

Pvhiie's  iRvastMMt  In  Railways 

«s  many  others  are  saying, 
A\  eil,  I  don't  own  any  of  it."  Possibly 
you  dont!  But  who  owns  the  bonds, 
about  $9,000,000,000  worth?  Very 
largely  the  banks  in  which  you  and  I  are 
earryinsr  a  deposit  or  a  loan.  We  don  t 
wish  our  bank  to  lose  out.  for  then  we 
may  lose  our  deposit  or  mav  have  to 
pay  our  loan  before  it  is  convenient  to 
do  SO.  The  life  and  fire  insurance  com- 
panies also  own  a  lot  of  railway  securi- 
ties and  all  of  us  carry  some  insurance. 
Ferhaps  some  of  us  have  a  life  savings 
involved.  So  I  kept  thinking  and  the 
longer  I  reflected  the  more  I  became 
convinced  that  I  was  very  much  inter- 
ested in  raCroads  and  I  began  to  think 
of  their  problems  more  sympathetically. 

To  study  a  problem  sympathetically  is 
to  study  It  with  understanding.  To  ap- 
proach It  with  hostile  prejudice  is  to 
blind  the  eyes  with  ignorance  in  ad- 
vance. So  I  took  the  pains  to  trace  as 
far  as  possible  the  causes  for  poor 
service  on  my  shipment  of  sheep. 

I  fonnd  there  was,  first  a  shortage 
of  cars,  which  delayed  the  loading;  sec- 
ond, engines  in  poor  repair;  third,  track 
in  many  places  out  of  condition;  fourth, 
cars  from  weaker  foreign  roads  in  bad 
order,  a  draw-bar  pulled  out  of  one.  a 
brake-beam  fell  down  on  another  and 
almost  ditched  the  train. 

There  are  a  dozen  causes,  major  and 
minor,  and  for  every  one  of  them  I  was 
as  much  to  blame  as  the  president  of 
that  railroad  because  I  had  been  doing 
too  little  to  combat  the  unreasoning  and 
unintelligent  and  unfair  hectoring  and 
hampering  of  the  railroad  industry,  for 
ten  or  fifteen  years  ipast,  while  every 
responsible  official  on  that  particular 
line  has  sweat  and  struggled  to  keep 
the  line  open  and  trains  on  time  and 
give  service  to  the  public  while  they 
were  giving  not  one  cent  to  the  33,000 
stockholders,  Uttie  and  big»  who  owned 
that  road. 

I  am  thinking  of  this  question  purely 
in  jny  character  and  occupation  of  a 
•farmer  and  this  is  what  I  fchink: 

I  think  that  the  farming  business  and 
the  railroad  business  are  90  utterly 
dependent  upon  each  other,  their  inter- 
ests are  so  identical  that  the  man  who 
drives  a  wedge  between  them  is  either 
craay  or  he  is  a  crook. 

Govamneit  Ownorsliip  Offered 

Perhaps  he  is  neither,  but  just  am- 
bitious to  capture  leadership  among 
farmers  and,  to  entice  them,  be  is 
willing  to  deceive  th^m  to  their  gre^t 
injury. 


IN  THE  RAILROADS 


The  railroads  collect  about  a  billion 
dollars  each  year  from  the  farmer  and 
his  family  for  freight  going  and  com- 
ing to  and  from  the  farm.    That's  a 
heap  of  money.  Is  it  too  much?  I  don't 
know,  but  I  do  know  that  the  average 
rate  is  only  SO  per  cent  more  than  it 
was  in  pre-war  days,  although  the  cost 
of  doing  business  just  as  the  cost  of  do- 
ing farming  has  increased  by  more  than 
50  per  cent.   For  the  three  big  items  of 
railway  aperation,  namely,  labor,  taxes, 
coal,  the  cost  has  more  than  doubled.  I 
know  also  that  railway  net  income  has 
been  so  precarious  for  ten  years  past 
that  railroad  stocks  have  gone  the 
direction  of  the  German  mark  and  they 
will  go  the  full  route  if  malevolence 
and  ignorance  do  not  desist  in  their  in- 
tent, which  intent  appears  to  be  to  put 
the  railroads  out  of  business,  compel 
(rovernment  ownership,  create  2,000  - 
000  positions  little   and  big  for  the 
politicians  to  haggle  over  and  let  those 
2,000,000  employes  tell  the  rest  of  us 
108,000,000  when  the  trains  will  run  and 
when  they  will  not  run. 

But  that  is  not  my  only  objection  to 
Government  ownership,  which  is  some- 
thing, by  the  way,  that  I  almost  favored 
very  briefly  at  one  time.  I  changed  my 
mind.  The  man  who  will  not  change  his 
mind,  if  necessary,  on  presentation  of 
new  facts  has  not  much  of  a  mind  to 
change. 

These  two  facts  changed  it 

1.  I  don't  wish  to  increase  our  na- 
tional debt  $20,000,000,000.  That'^  the 
least  the  roads  would  cost  us.  We 
would  have  to  issue  bonds  to  buv  them. 
They  would  be  Government  bonds  with 
the  Government's  guarantee  of  inter- 
est every  minute. 

2.  I  don't  wish  to  pay  more  taxes.  If 
the  railroads  belong  to  the  Government 
they  pay  no  taxes,  no  more  than  any 
other  public  property.  In  one  county 
where  I  do  some  farmng  two  railroads 
paid  $113,000  of  the  taxes  last  vear.  If 
that  amount  had  to  be  distribufced 
among  the  sparsely  scattered  farmers 
and  small  people  of  that  county  it 
would  be  adding  to  their  burden  cruelly. 

A|lt«t«r  NMis  Naw  Issue 

Therefore,  I  prefer  to  pay  the  present 
rates  on  traffic.  I  prefer  that  to  a  big 
increase  in  my  taxes.  Especially  so 
since  freight  rates  may  again  come 
down  as  they  have  done  twice  for  the 
farmer  in  18  months.  But  taxes  come 
oown?  Never  in  your  lifetime  nor 
mine. 

What  I  want  most  of  all  is  service 
and  I  don't  see  how  any  railroad  can 
give  it  unless  it  has  a  good  safe  track 
and  sufficient  cars  and  the  ample  power 
to  pull  them,  and  that  means  enough 
money  to  buy  them. 

Doesn't  it  make  you  tired  to  hear 
some  of  these  bushy  browed  declaimers 
trying  to  make  us  believe  that  the 
present  high  freight  rates  are  paralyz- 
ing agriculture?    How  much  of  oar 
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total  expense  bill  in  farming  is  freight 
anyway?  Six,  possibly  eight  per  cent. 
Etow  much  do  we  wish  knocked  off? 
Enough  to  bring  the  rate  down  to  that 
of  1913?  All  in  favor  say  **aye"!  The 
ayes  have  it.  Now  we  have  saved  two 
per  cent  of  our  yearly  expenses.  The 
annual  expense  of  the  average  farmer 
is  $1,500.  Two  per  cent  saved  on  that 
is  $30.  That  settles  it.  We  are  saved. 
The  country  is  saved.  Everybody  is 
happy  except  the  agitator  who  is  hunt- 
ing for  a  new  issue. 

My  dear  good  farm  people,  I  should 
not  play  with  such  a  serious  topic.  But 
the  fact  is,  that  isn't  the  topic  which 


confronts  us.  The  question  before  us 
is  not  "shall  we  save  a  few  dollars  on 
freight?''  but  'shall  the  railroad  busi* 
ness  remain  a  business  or  shall  it  be  a 
Government  agency  owned  in  common 
but  run  by  political  employes?"  If  it  is 
to  remain  a  business  it  will  have  to  be 
run  as  a  business  and  run  to  pay  at 
least  6  per  cent  for  its  owners.  If  it 
is  to  be  communizedy  that  is  owned  in 
common,  I  am  just  warning  you  that 
the  communists  will  not  wish  to  stop 
there.  They  will  some  day  covet  our 
farms. 
They  can't  have  mine! 


Presets  Farmer's  Problein  of 

Rates  as  One  of  Geography 


By  SYDNEY  ANDERSON, 

Member  of  Congress  from  Minnetota 


Fundamentally,  the  freight  rate  prob- 
lem of  the  farmer  is  one  of  the  geo- 
graphical relationship  between  agricul- 
tural production  and  industrial  pro- 
duction and  population.  Fifty  per  cent 
of  the  population  of  the  United  States 
lives  in  the  section  of  the  country  east 
of  the  Mississippi  river  and  north  of 
the  Mason  and  Dixon  line,  comprising 
fifteen  per  cent  of  the  area  of  the 
United  States.  In  this  section  of  the 
counfry  seventy  per  cent  of  the  manu- 
fnetores  and  only  twenty-eight  per 
cent  of  the  agricultural  commodities 
originate.  To  turn  the  statement 
around,  seventy-two  per  cent  of  the  ag- 
rieitftaral  commodities  and  only  thirty 
per  cent  of  the  manufactures  are  pro- 
duced in  the  eighty-five  per  cent  of 
the  area  of  the  United  States  outside 
of  this  district. 

A  glance  at  the  map  of  the  United 
States  with  these  figures  in  mind  will 
very  definitely  demonstrate  that  the 
farmer's  freight  rate  problem  is,  there- 
fore, one  of  distance  from  market.  The 


farmer's  net  return  is  primarily  de- 
termined by  two  factors — first,  cost  of 
production,  and,  second,  the  cost  of 
getting  his  products  to  market.  Freight 
upon  farm  implements,  binding  twine, 
and  other  materials  which  enter  into 
production  are  a  considerable  factor  in 
the  cost.  For  example,  the  farmer  at 
Springfield,  111.,  could  hafve^  a  farm 
wagon,  a  gang  p-low,  a  com  binder  and 
a  arain  harvester  shipped  to  him  from 
Moline.  111.,  on  Oct.  15,  1921,  for  $12.50, 
while  the  farmer  at  Goodland,  Kansas, 
would  have  to  pay  $69,(2  on  the  ame 
date. 

The  PreiMftiM  ^  FroiiMs 

In  the  case  of  the  former  at  Spring- 
field, 111.,  the  freight  was  1.78  per  cent 
of  the  factory  price,  and  in  the  case 
of  the  farmer  at  Goodland,  Kansas, 
9,94  per  cent- 

Again  speaking  broadly,  the  net  re- 
turn received  by  the  farmer  for  his 
products  dim-nishes  in  ratio  with  the 
distance  from  market.  This  conclusion 
is  illustrated  by  the  following  table: 


STATS 


New  York. 

Ohio  

Indiana . . . 

IMinols  

Iowa  

Nebraska. . 
Colorado .  • 


VTHBAT 

Farm    Index  No. 

pries  tor  Dec 
Dec.  1      1.  1921 

(cents  (1913 
perbu.)  «100) 
1913  1921 
93      108  116 
Se     lOa  120 
8g      106  121 
86      100  116 
76       88  116 
71       83  117 
78       76  97 


CORN 


Farm  Index  No. 
price      for  Dec 
Dec.  1     1.  1921 
(cents  (1913 
per  bu.)  wlOe) 
1913  1921 
81        67  83 
63       41  65 
60       37  62 
63       88  60 
60        30  50 
65       27  42 
78       SI  42 


OATS 

Farm  Index  No. 

price  for  Dec. 
Dec.  1      1.  1921 

(cents  (1913 
perbu.)  ==ieO) 
1913  1921 
47       47  leO 
40       33  83 
38       29  76 
88       29  76 
34        23  68 
38       21  56 
44       83  75 


BARLEY 

Farm  Index  No. 

price  for  Dec. 
Dec  1      1,  1921 

(cents  (191S 
per  bu.)  ■■100) 
1913  1921 
69       02  90 
58        51  88 
50        48  96 
(7       40  81 
65        42  76 
49       28  57 
$0       St  CO 


This   table   not   only   indicates   the  1  The   effect   of  distance   from  market 


effect  of  distance  from  market,  but 
also  the  corresponding  effect  of  dis- 
tance under  the  higher  rates  appli- 
cable ift  Xiil  as  compared  with  1918. 


upon  the  net  return  of  the  farmer  is 
even  more  strikingly  indicated  by 
figures  taken  from  the  report  of  the 
Joint  Commission  of  Agricultural  In- 
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quiry,  showing  the  proportion  of  the 
wholesale  price  absorbed  bv  freight 
on  shipments  of  fruits  and  vegetables 
to  eastern  markets,  including  Chicago, 
during  the  period  of  September.  1920, 
to  July,  1921. 

In  the  case  of  barrel  apples,  pro- 
duced largely  in  New  York  and  Michi- 
gan, freight  absorbed  12  per  cent  of 
the  wholesale  price,  whereas  in  the 
jsase  of  box  apples  produced  largely 
m  Washington  and  Oregon,  freight  ab- 
sorbed 36.23  per  cent  of  the  price. 
Freight  absorbed  40.9  per  cent  of  the 
wholesale  price  of  northern  cabbage. 
C6.35  per  cent  in  the  case  of  southern 
cabbage  and  70.8  per  cent  in  the  case 
of  California  cabbage. 

Freight  absorbed  12.4  per  cent  in  the 
case  of  norfibern  grapes,  28.11  per  cent 
in  'the  case  of  California  grapes. 
Freight  absorbed  30.83  per  cent  in  the 
case  of  northern  onions,  46.91  per  cent 
in  tbe  ease  of  TexafS  onions,  and  57.06 
per  eent  in  the  eaae  of  Oalifomia  onions. 

Disadvantage  of  Distaiiee 

These  iUastrations  imint  conelnsively 

to  the  importance  of  the  geographical 
relationship,  to  which  I  referred  in  the 
beginning.  This  disadvantage  of  dis- 
tamoe  from  market  will  decrease  as  the 
centre  of  manufacturing  'and  population 
moves  westward  and  as  the  farmer  finds 
markets  closer  'to  him  and  more 
definitely  relates  his  production  to  the 
markets  (that  are  nearest  to  him. 

The  illuj^rations  given  show  thait, 
broadly  speaking,  the  farmer's  net  re- 
turn is  directly  influenced  by  the  cost 
of  getting  the  product  to  markci^  The 
full  measure,  therefore,  of  the  inflaeince 
of  freigbt  nates  upon  the  farmer's  net 
return  can  only  be  ascertained  by  meas- 
uring the  f  reighit  cost  in  relation  to  the 
price  received  in  different  periods. 

From  1910  to  1915,  indexes  showing 
the  weighted  average  price  of  31  farm 
commodities  and  railroad  freight  reve- 
nue per  ton  mile  show  that  the  price  of 
farm  products  and  the  cost  of  transpor- 
tadon  maintained  substantially  the  same 
ratio  to  each  other.  Beginning  in  1915, 
the  price  of  agricultural  commodifcies 
rose  very  rapidly,  and  while  the  revenue 
per  nett  ton  mile  also  rose,  it  rose  less 
rapidly,  so  that  assuming  that  a  bushel 
of  wheat  would  purchase  a  dollar's 
worth  of  transfyortartion  in  1913,  the 
same  bushel  of  wheat  woxild  have  pur- 
chased $1.86  worth  of  transportation 
in  1917. 

But  the  conjunc'tion  of  a  perpendicu- 
lar decline  of  agricultural  prices  with 
the  pyramided  advance  of  August,  1920, 
resulted  in  suoh  a  reversal  of  tiie  re- 
kition^ip  between  the  price  of  agri- 
eoltarid  commodities  and  the  price  of 
transiwrta'tion,  that  the  bushel  of  wheat 
which  in  1917  would  have  bought  $1.78 
worth  of  transportation  would  buy  only 
62  cents'  worth  of  transportatK>&  in 
June  1921. 

With  the  rise  in  the  price  of  agri- 
cultural commodities  in  recent  months, 
this  discrepancy  between  agricultural 


I  prices  and  the  cost  of  transportation 
has    gradually    diminished    until  l^e 

farmer's  dollar  in  'terms  of  transporta- 
tion is  today  worth  about  100  cents. 

The  influence  of  these  changed  re- 
lationships between  the  price  agri- 
cultural commodities  and  the  cost  of 
transportation  can  be  illusftrated  by  a 
few  examples.  In  1912-1913,  the  aver- 
age price  paid  for  No.  2  dark  nor^them 
spring  wheat  at  the  country  elevator 
at  Mansfield,  South  Dakota,  was  71.1 
cents  per  bushel,  the  freight  rate  to 
Ohicago  was  13.2  cents,  w^hich  was  17.3 
per  cent  of  the  price  a:t  the  country 
elevator.  In  1916-191-6,  the  average 
price  was  109.9  cents  per  'bushel,  the 
freight  rate  13.2  cents  or  12  per  cent 
of  the  country  elevator  price.  In  1920- 
1921,  the  average  price  of  142.3  cents 
per  bushel,  the  freighit  rate  2S.5  cents 
or  16.5  per  cent  ol  me  country  eleyator 
price. 

In  1912-1913  the  average  price  of  No. 
3  mixed  corn  at  Winner,  South  Dakota, 
was  37.8  cents  per  buEOiel,  the  freii^t 
rate  15.4  cents  or  41.3  per  cent  of  the 
price.  In  1915-1916,  the  average  ele- 
vator price  was  49.1,  the  freight  rate 
15,4  cents  or  31.4  per  cent  of  the  price. 
In  1920-1921,  the  average  price  was  30,7 
cents,  the  freight  rate  28.3  cents  or 
92.2  per  cent  of  the  price. 

Relatively,  freight  rates  are  below  the 
price  of  clothing,  fuel  and  light,  build- 
mg  material,  and  house  furnishings. 
Since  November,  1920,  and  until  recent- 
ly they  have  been  above  agricultural 
products.  They  are  about  on  a  level 
with  the  general  price  level  now.  It 
would  seem  to  be  sound  to  conclude 
from  this  statement  that  the  excessive 
freight  rate  burden  borne  by  the  farm- 
er has  beem  due  primarily  to  the  fact 
that  the  price  of  agricultural  com- 
modities has  been  below  the  price  of 
transportation  rather  than  because  the 
price  level  of  transportation  has  been 
above  the  price  level  existing  in  the 
oonntry. 

It  would  seem  to  follow,  also,  that 

the  disadvantage  of  the  farmer  in  the 
cnatter  of  freig-ht  rates  might  be  reme- 
died in  either  of  two  ways:  one,  by  a 
reduetion  in  freight  rates  upon  agri- 
cultural conunodities  to  be  reflected  in 
a  higher  net  return,  particularly  in  the 
?ase  of  the  farmer  at  long  distance  from 
the  market,  who  is  most  affected;  or, 
two,  by  sueh  measures  as  would  re- 
sult in  bringing  the  price  level  of  agri- 
cultural commodities  up  to  the  lev^of 
commodity  prices  generally. 

There  are  many  factors  which  point 
to  the  gradual  closing  of  the  gap  of  the 
pnce  level  of  agricultural  products  and 
transportation  and  other  commodities, 
and  it  is  certain  that  the  farmer  would 
be  benefited  far  more  by  the  raising  of 
the  general  price  level  of  agricultural 
products,  if  that  is  possible,  than  by  a 
reduction  in  freight  rates.  Neverthe- 
less, if  relief  does  not  come  speedily 
in  this  way,  the  fanner  may  be  com- 
pelled to  seek  it  in  the  other. 


TEE  PUBLIC'S  STAKE  IN  THE  RAILROADS 


Railroads  Overwhelmed  by 

Uninformed  Free  Comisel 


T.  C.  POWELL^ 

Viee  President,  Erie  Railroad 


The  farmers  and  the  railroads  are 
in  the  same  boat.  Each  is  suffering 
from  an  abnomal  cost  of  operadfon 
based  upon  tiie  increase  in  the  market 
value  of  laibor  and  materials. 

For  many  years  the  farming  popula- 
tion of  the  country  exceeded  the  urban 
ipopulation,  and  it  was  not  until  the 
1920  censua  that  the  statistidana  de- 
veloped that  there  were  miore  people 
living  in  urban  communities  than  the 
number  living  on  farms  and  in  hamlets 
and  villages  of  less  than  2,600  inhabi- 
tants. 

Even  with  this  change,  however, 
there  are  something  like  32,000,000 
people  actually  living  upon  farms,  and, 
therefore,  depending  upon  the  direct 
product  of  the  soil  for  tiifiir  fivdi*- — ' 
and  happiness. 

Both  the  farmers  and  the  railroads 
are  also  suffering  from  a  multiplicity 
of  advisers. 

There  are  many  people,  some  or 
tiliem  of  good  intentions,  who  believe 
that  neither  farming  nor  railroading  can 
be  carried  on  successfully  by  those  di- 
rectly connected  with  the  w^rk,  unless 
the  farmmg  and  railzoad  fraternities 
are  showered  with  advice. 

Time  was  when  land  was  cheap,  fer- 
tilizers were  not  required,  hard  sur- 
faced highways  and  tourist  trains  had 
hardly  been  dreamed  of.  The  f armer  s 
wife  made  her  **pin  money"  from  sell- 
ing the  poultry  and  eggs,  and  butter, 
which  she  produced  herself  as  a  Bide 
issue  of  the  general  farm  work. 

In  1861  Ohio  was  the  leading  state  in 
the  consumption  of  corn  used  in  the 
pnoduction  of  whiskey.  Then  years 
later  the  CivU  War  broke  out,  and 
prices  were  advanced. 

In  1873  was  the  great  panic,  and  there 
have  been-  successive  panics  since  then. 

Had  Food,  Shelter,  Raimeat 

AH  through  these  fluctuations  of 
business  prosperity,  however,  the 
farmer  with  few  exceptions  has  had 
plenty  of  food,  sufficient  clothing  and 
a  sound  roof  over  his  head. 

Hie  failiire  of  a  brokerage  house,  or 
of  a  mercantile  establishment,  had  no 
effect  upon  the  material  comfort  of  the 
farmer. 

Conations  abroad  also  cimtributed  to 

his  prosperity  in  that  a  market  was 
thereby  afforded  for  the  live  stock  and 
grain,  and  products  thereof. 

All  through  these  periods  the  rail- 
roads were  constructed  from  the  At- 
lantic to  the  Pacific  and  from  the  Cana- 
iBui  border  to  the  Gulf.    Bates  of 


freight  were  so  low  and  the  facilities 
so  convenient  that  the  farmers,  as 
well  as  the  merchants  and  manufacture 
era  abandoned  the  rivers  and  the  canals 
as  being  too  limited  in  scope  and  too 
expensive  in  the  long  run  as  coooipared 
with  railroad  transportation. 

Why  should  any  alarm  be  felt  be- 
cause the  people  born  in  the  country 
are  moving  to  the  cities?  This  insures 
a  healthier  growth  of  sentiment  because 
the  country-born  man  or  women,  even 
when  living  in  the  <dty,  can  better  un- 
derstand the  problems  of  the  farmer 
than  if  born  in  the  city  and  acquainted 
with  nothing  but  the  paved  streets  and 
the  blocks  of  houses  and  buildings. 

Statistics  show  that  there  is  also  a 
movement  from  the  city  into  the  coun- 
try. In  other  words,  there  is  a  con- 
stant flow  back  and  forth,  greater  in  a 
degree,  perhaps,  from  tiie  country  to 
the  dty,  until  the  equilibrium  is  estab- 
lished, but  not  harmful  to  the  country 
and  probably  beneficial  to  the  city. 

Why  shoidd  the  farmer  employ  more 
people  than  are  needed  to  produce  the 
crops  which  he  call  sell? 

Sufficient  account  has  not  been  taken 
of  the  fact  that  machinery  today  has 
so  reduced  the  need  for  man  power  that 
a  boy  of  fifteen  can  do  an  amount  of 
work  in  the  way  of  lowing,  harrowing, 
reaping,  pumitog,  etc.,  which  without 
these  tools  would  have  required  three 
or  four  men  to  accomplish. 

Use  of  Modern  Facilities 

The  addition  of  all  these  facilities,  in- 
cluding the  automobile  and  gasoline 
engine,  have  in  effect  brought  closer 
together  all  parts  of  the  United  States. 

Years  ago  ^  one  of  the  persistent 
pieces  of  advice  given  to  the  farmers 
was  to  improve  the  highways,  but  with 
the  slow  moving  vehicles  drawn  by 
animal  power  such  an  investment  would 
have  been  not  only  an  extravagance 
from  the  standpoint  of  the  farmer  but 
a  tremendous  burden  upon  him  finan- 
cially, because  he  could  mot  have  made 
full  use  of  these  highways  with  the 
facilities  at  his  command  at  that  time. 
So,  looking  back  on  tlie  period  before 
the  automobile,  we  find  that  the  high- 
ways were  maintained  either  by  the 
rtate  or  oounty,  or  by  turnpike  crai- 
panies,  and  the  cross  roads  were  main- 
tained by  the  farmers  working  out  a 
road  tax. 

Bat  witb  the  advent  of  machinery  on 
the  farm  and  with  the  use  of  the  auto- 
mobile in  transporting  the  products  of 
t^e  farm  to  the  railroad,  the  associa- 
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tion  between  the  farmer  and  the  rail- 
road has  become  <doser  than  ever  be- 
fore and  particularly  between  the 
farmer  and  the  great  trunk  lines 
stretching  from  the  Atlantic  to  the 
Pacific,  because  while  ^westward  the 
course  of  empire  takes  its  way,"  the 
course  of  foodstuffs  is  eastward. 

And,  therefore,  it  can  be  confidently 
stated  that  the  effect  of  railroad  rates 
upon  the  farmer's  prosperity  is  to  in- 
crease that  prosperity  and  make  it 
permanent  to  the  extent  that  tSie 
farmer  $mS3B  himself  of  the  trant^orta* 


tion  facilities  offered  and  which  are 
provided  for  him  at  a  lowei  cost  per 
ton  handled  than  in  any  other  country 
in  the  world. 

The  relation,  betwett  a  rulroad  rate 
and  the  valne  of  an  artide  in  uid  of 

itself  is  frequently  incidental,  because 
it  is  not  the  value  of  the  article  at  the 
point  of  consumption  that  is  affected 
as  much  as  it  is  the  value  of  the  article 
at  the  point  of  production  through  the 
availabXty  of  these  highways  of  com- 
merce. 


Drive  for  U.  S.  Ownership 

Blamed  f  w  Rail  Unrest 


When  I  came  from  the  East  Tennes- 
see moumainB  to  serve  on  tihe  Railroad 
Labor  Board,  what  I  did  not  know  about 
the  railroad  labor  problem  would  have 
filled  a  Carnegie  library.  There  are 
some  folks  who  think  that  my  condition 
HI  that  particular  has  not  yet  undergone 
any  noticeable  change. 

Frankly  I  do  not  regret  that  I  was 
endowed  with  such  a  large  fund  of  ig- 
norance when  I  came  on  the  Board. 
Previous  ignorance  of  the  e<mtroversies 
between  railway  managements  and  em- 
ployes is  one  qualification  for  a  public 
member  of  this  Board.  It  should  con- 
tribute greatly  to  his  fairness  and  im- 
partiality. It  is  the  same  qualification 
required  of  a  juror— not  to  have 
formed  or  expressed  an  opinion. 

A  few  of  the  impressions  made  upon 
a  man  from  a  rural  community  in  deal- 
ing with  this  raflroad  labor  question 
may  be  of  interest  to  railroaders.' 

Now,  I  am  going  to  put  my  finger  on 
what  seems  to  me  to  be  the  sorest  spot 
in  railroad  operation  today. 

Not  so  many  years  ago  there  pre- 
vailed among  railway  employes  a  fine 
spirit  of  loyalty  to  the  road  for  which 
they  worked.  No  other  industry  in  this 
country  could  boast  of  such  morale 
among  its  workers  and  such  faithful 
allegiance  to  the  interests  of  the  em- 
ployer. The  employes  were  looked  upon 
as  the  responsible  representatives  of 
the  railroad.  Men  in  the  train  and 
engine  service  particularly  were  re- 
garded by  the  general  public  as  officials 
of  the  road.  Men  belonging  to  any 
branch  of  the  service  could  always  be 
depended  upon  to  say  a  good  word  for 
the  road  whenever  it  became  necessary. 
That  this  devotion  of  the  employes  was 
condudre  to  successful  operation  and 
good  service  to  the  pi^c  there  can  be 
no  doubt. 


By  BEN  W*  HOOPER, 

OhainnMm  U.  8,  R^lwav  Labor  Board 

absolutely  reversed.  For  the  last  sev- 
eral years  there  has  bera  an  increasing 
hostility  to  the  carriers    among  au 

branches  of  the  service.  It  has  now 
reached  the  point  that  many  leaders, 
and  a  large  part  of  the  membership  of 
the  railway  labor  organizations,  lose  no 
opportunity  to  criticize  and  condemn  the 
roads.  The  criticisms  here  referred  to 
are  not  those  relating  simply  to  the 
controversies  between  the  man  and  the 
carriers.  Those  things  are  to  be  ex- 
pected. They  have  always  ocrarred  and 
naturally  always  will  The  unfortunate 
and  disturbing  fact  is  that  unceasing 
attacks  upon  the  carriers  by  the  em- 
ployes are  made,  based  upon  every  im- 
aginable phase  of  railway  management, 
operation  and  policy.  These  attacks  are ' 
not  made  from  the  standpoint  of  em- 
ployes, but  from  the  standpoint  of  out- 
siders. The  alleged  misdeeds  of  rail- 
way promotion  and  financing  of  a  gener- 
ation  are  dug  up  and  paraded.  Tne  in- 
herent difiKcuIties  of  railway  manage- 
ment during  the  present  period  are 
pointed  to  as  evidences  of  incompetency, 
crookedness  and  mismanagement.  No 
argument  is  overlooked  that  will  tend 
to  excite  the  hatred  of  the  emj^oyoQ 
and  the  distroat  of  the  paUic  agamst 
the  railways. 

The  magazines  of  many  of  the  railway 
labor  organizations  are  filled  with  sudi 
propaganda.  Of  course,  this  feeling  is 
not  universal  among  employes,  for  there 
are  exceptions,  but  it  is  widespread  and 
general. 

This  is  indeed  a  most  remarkable 
situation.  It  has  no  parallel  in  this 
country,  A  private  business  would  not 
survive  and  prosper  very  long  if  its 
employes  were  making  war  on  it  in  this 
way. 

Now  what  is  the  cause  of  this  condi* 

tion?    It  cannot  be  attributed  to  the 


Today  this  very  desirable  condition  is  J  fact  that  the  treatment  of  raUway  em- 
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^oyes  by  the  managements  has  grown 
worse,  for  such  is  not  the  case.  It 
may^  of  course,  be  aggravated  on  an 

occasional  road  by  the  undiplomatic 
policy  of  a  hard-boiled  management.  It 
cannot  be  said  that  working  conditions 
and  wages  are  not  as  good  as  they  were 
in  the  days  when  the  men  were  loyal 
to  the  roads,  for  the  faote  are  to  the 
contrary. 

Then  what  is  the  trouble?  There  is 
only  one  .possible  answer.  The  very 
obvious  desire  upon  the  part  of  the 
many  employes  that  the  carriers  shall 
fail  and  collapse  is  due  to  their  advocacy 
of  Government  ownership  and  operation 
under  the  Plumb  Plan  or  «omething 
similar.  Anything  that  will  drive  or  lead 
public  sentiment  in  this  direetion  is 
looked  upon  with  iavor. 

Antagonism  Calamitous 

This  policy  of  antagonism  to  the  rail- 
roads upon  the  part  of  its  employes  is, 
in  my  judgment,  a  calamitous  mistake. 
It  will  not  bring  about  Goveniment 
ownership  of  the  railways.  It  is  not 
at  all  probable  that  Government  owner- 
ship will  be  effectuated  during  the  rail- 
road service  of  any  employe  now  living, 

TUs  antagonistBC  attitude  of  the  em- 
ployes will,  however,  work  to  the  great 
detriment  of  the  public  by  weakening 
efficiency  of  tnansportation  and  increas- 
ing its  cost.   On  the  other  hand,  it  will 


not  enhance  the  ability  of  the  earners 
to  pay  a  decent  dage. 

It  may  also  be  said  that  the  experi- 
ence of  the  European  and  other  coun- 
tries with  Government  ownership  does 
not  furnish  any  convincing  proof  that 
such  la  system  would  prove  bene&ial 
to  railway  employes  in  this  country. 

If  the  failure  of  private  management 
should  be  occasioned  by  methods  that 
would  unload  the  railroads  on  the  Gov- 
ernment in  «  broken-down  condition, 
the  employes  would  suffer  great  losses 
before  rehabilitation  could  be  aooom* 
plished  by  the  Government 

And,  while  this  abortive  campaign  to 
hast^  Government  ownerrfiip  hi  in 
progress,  not  only  will  the  general 
public  be  harassed  and  injured,  but  the 
employes  themselves  will  vastly  detract 
from  the  happiness  and  eonteutment  of 
themselves  and  families.  Moreovert  it 
is  not  quite  <m  the  dead  level  asiyway 
for  an  employe  to  figbt  an  employer 
all  the  time  he  is  working  for  him. 

Nothing  that  I  am  saying  here  has 
any  reference  to  the  eflforts  of  ndlway 
employes  to  improve  their  conditions  of 
employment  and  to  secure  ju«t  and  rea- 
sonable compensation  for  their  work. 
I  am  merely  trying  to  impress  the 
thought  that  it  is  profoundly  to  the  in- 
terests of  (the  imbljc,  the  ena|ilo7es  and 
the  railroads  that  the  old-time  morale 
of  the  railway  workers  should  be  re* 
stored. 


Railroad  Probl^n's  Solution 

Lies  in  Public  Understanding 


By  WALTER  B*  BROWN 

Xiilor.  New  York  Commercial 


If  fhe  threats  of  the  radical  element 
in  Congress  have  done  nothing  else 
they  have  brought  tbe  transportation 
priAlem  eqnarely  before  the  people,  and 
there  has  arisen  a  demand  for  a  het- 
ter  understanding  of  what  this  problem 
really  is.  America  is  the  richest  coun- 
try in  the  world.  Its  welfare  demands 
that  it  have  the  finest  transportation 
system  in  the  world.  It  lias  it.  With 
all  its  shortcomings,  <tiiere  is  (nothing 
to  equal  it  anywhere.  Yet,  even  at 
that,  it  does  not  measure  up  to  the 
nation's  requirements.  It  cannot  be  de- 
nied that  tiiere  is  a  ^eat  amount  of 
public  hostility  to  the  railroads,  sonae 
of  which  may  have  been  justified  in 
times  past,  but  most  of  it  is  unjusti- 
fied at  present,  and  ie  acting  as  a  handi- 
cap upon  railroad  development. 

This  hostility  is  due,  where  it  is  not 
the  malicious  work  of  political  dema- 
gogues, to  misunderstanding  on  the  part 
of  the  public^  or  rather  to  laclc  of  un- 


derstanding. The  American  public  is 
fair-minded.  It  needs  only  to  'he  as- 
sured of  tiie  facta  to  arriye  at  a  fair 
conclusion^  Public  opinion  is  the  most 
powerful  agency  in  the  conduct  of  our 
affairs.  If  it  can  be  demonstrated  to 
the  public  that  the  cause  of  the  rail- 
roads is  just,  then  the  power  that  it 
represents  will  be  enlisted  on  its  side. 

The  public  must  be  educated  then  to 
the  fact  that  its  own  welfare  is  so  close- 
ly interwoven  with  that  of  the  railroads 
that  impairment  of  the  eflEiciency  of  the 
roads  is  a  public  injury.  The  dema- 
gogues, and  those  who  give  the  matter 
little  thought,  look  upon  the  railroads 
as  if  they  were  owned  by  a  small  coterie 
of  Wall  street  speculators.  The  amount 
of  stock  act-aally  traded  in  in  Wall 
street  represents  a  very  small  percen- 
tage of  the  holdings,  and  is  the  same 
stock  turned  over  and  over.  Who 
really  do  own  the  raUroa^b?  Tbose  who 
have  the  prior  lien  upon  the  physical 
property  of  the.  railroads  are  the  bona 
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ludders,  of  whom  there  are  approri- 
OMtely  1,000,000.  That  is  to  say,  fuQy 
one  million  citizens  of  the  United  States 
have  invested  their  savings  in  bonds 
for  the  purpose  of  furnishing  capital 
to  build  the  right  of  way,  build  rolling 
stock  and  stations.  The  amount  of 
money  represented  in  railroad  invest- 
ment is  so  enormous  that  it  could  not 
come  from  a  few  individuals,  but  has  to 
come  out  of  the  savings  of  the  people. 
Th«  actual  owners  are  the  stockholders, 
o£  which  there  are  863,000.  One  can 
hardly  consider  that  there  are  that  many 
conspirators  in  the  United  States  bent 
opon  cheating  the  public  oat  oS  what 
is  justly  its  own.  Here  we  have  1,863,- 
000  members  o,f  the  p-iblic  having  a 
direct  financial  stake  in  the  earning 
capacity  of  our  transportation  system. 
If  the  roads  do  not  render  an  icdequate 
return  upon  the  money  this  large  portion 
of  the  public  has  invested,  how  will  it 
ever  be  possible  to  obtain  more  money  to 
meet  the  still  greater  expansion  which 
the  growth  of  the  country  demands? 
Tbe  late  James  J.  Hill  estimAted  that 
it  required  a  new  investment  of  a  billion 
dollars  a  year  to  develop  the  railroads 
so  as  to  keep  pace  with  the  growth  of 
the  country.  Are  we  tben  to  stop  where 
we  are  and  so  strangle  our  railroad 
system  that  it  cannot  growV  If  so  we 
would  only  be  strangling  ourselves. 

Bat  we  have  not  finished  with  those 
nrfio  WLve  inandaUy  interested  in  rail- 
road earnings*  There  are  the  employes, 
of  which  there  are  1,800,000.  approxi- 
mately the  same  number  as  there  are 
bond  holders  and  stock  holders.  Whence 
comes  railroad  capital?  Not  ont  of  the 
pockets  of  a  few  rich  persons,  as  we 
have  already  shown,  but  out  of  the 
savings  of  the  people.  Railroad  bonds 
and  certain  approved  stocks  are  held 
by  financial  institutions,  but  they,  in 
tnm,  are  merely  investing  funds  en- 
trusted to  their  care.  The  first  in  line 
are  the  savings  banks,  and  every  sav- 
ings bank  depositor,  therefore,  has  a 
partial  interest  in  some  railroad.  Thesf) 
total  9«G19,000  faidividnals.  Next  comi 
the  life  insurance  companies,  who  are 
large  holders  of  railroad  stocks  and 
bonds.  An  insurance  company  is  mere- 
ly the  custodian  of  the  funds  of  its 
policy  holders,  and  its  yretSan,  and 


their  welfare  depend  upon  the  safe  in- 
vestment of  these  funds,  l^ere  Are  in 
the  United  States  17,668,249  life  in- 
surance policies  of  over  fire  hundred 
dollars  each,  every  one  of  whom  has  an 
indirect  stake  in  the  railroads.  Bat  we 
have  no  business  to  draw  the  line  mt 
that  point  The  small  industrial  policy 
holders  are  entitled  to  just  as  much 
consideration,  and  of  these  there  are 
54,096,516.  Disregarding  duplications 
for  which  allowance  would  Skave  to  be 
made,  because  the  same  individual  might 
be  represented  in  each  one  of  these 
classifications,  we  have  85,000,000  out 
of  our  110,000,000  directly  or  indirectly 
interested  in  the  distribution  of  rail- 
road earnings.  It  is  impossible  at 
course  to  form  any  idea  of  what  these 
duplications  amount  to,  but  they  would 
represent  only  a  relatively  small  per- 
centage, and  not  enough  to  alter  the 
fact  that  the  failure  of  the  railroads 
to  earn  a  fair  return  on  their  inrest- 
ment  would  be  a  public  calamity. 

But  turning  to  the  problem  of  service, 
vvhat  would  happen  to  the  public  if  the 
railroads  were  throttled  so  that  they 
could  not  give  that  service?  We  bad  a 
bitter  example  last  fafi,  when  the  far- 
mers in  the  wheiat  growing  sections 
were  unable  to  get  oars  enough  to 
ship  their  crops  to  market.  The  far- 
mers would  be  tbe  greatest  sufferers, 
but  industry  would  suffer  just  as  mudi, 
if  it  could  not  secure  adequate  trans- 
portation for  the  products  of  its  fac- 
tories. On  the  other  hand  if  the  rail- 
roads out  be  aUowed  to  function  nor* 
mally  they  will  sdve  tlldr  own  problem, 
and  their  earnings  will  reach  the  point 
where  they  can  give  adequate  service, 
and  at  the  same  time  reduce  rates  to 
a  basis  that  will  conform  to  tiie  needs 
of  agriculture  and  industry. 

There  is  mtM&  loose  talk  of  Govern- 
ment ownership.  It  is  considered  syn- 
onimous  with  public  ownership.  It  is 
not.  The  public  already  own  the  rail- 
roads. l%e  solution  of  the  railroad 
problem  is  simple.  It  cannot  be  found 
by  antagonism.  It  can  only  be  found 
through  co-operation. 

The  solution  is  for  the  public  to  wofk 
with  the  railroads  instead  of  against 
them. 
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Outlook  h  for  Sane  Rail 

Legislation  by  Congress 

By  ARTHUR  W.  CRAWFORD 

Washington  Correspondent,  New  York  Commercial 


Washington,  May  7. — Though  m-uch 
has  been  written  and  will  be  written 
about  (ir'astic  changes  in  the  Interstate 
Commerce  law,  including,  of  course,  the 
so-called  Bsch-OummiDS  act,  at  t3ie 
next  se€sion  of  Congress,  a  careful 
analysis  of  the  situation  does  not  war- 
rant a  prediction  that  such  changes  will 
be  made  in  the  law. 

Many  conflicting  forces  will  be  in 
the  theatre  of  taction  when  the  Inter* 
state  Commerce  Committees  of  Cotn- 
gress  begin  hearings  some  time  after 
Dec.  3,  1923,  when  Congress  resumes 
fehe  work,  barring,  of  course,  an  extra- 
ordinary session  in  the  meantime.  And 
the  outcome,  «s  always,  will  be  a  com- 
promise if  the  stage  of  final  enactment 
of  new  railroad  law  is  reached. 

It  must  be  kept  in  mind  that  existing 
conditions  at  the  time  proposed  railroad 
legislation  is  being  framed  will  be  a 
most  important  factor.  If  the  farmer 
has  dissipated  a  large  part  of  his  dis- 
content through  having  some  of  the 
coin  of  the  realm  in  his  purse;  if  the 
railroads  have  met  the  transportation 
demands  of  the  country  in  an  effective 
way ;  if  railroad  labor  is  not  obsessed 
with  the  idea  that  it  ie  downtrodden — 
the  way  of  those  advocating  radical 
changes  in  the  law  will  be  hard. 
QvsstiOB  Before  Congress 

It  is  not  to  be  questioned  that  the 
transportation  facilities  of  the  coun- 
try need  such  consideration  as  will  de- 
velop them  into  an  efficient  machine  for 
the  handling  of  the  notion's  traflBc. 
Whether  or  not  this  problem  can  be 
met  best  by  additional  legislation  which 
will  increase  the  regulatory  powers  of 
the  Government  or  by  leaving  it  to 
private  initiative  is  the  debatable  anes- 
tion  which  will  confront  Congress. 

A  review  of  the  various  organiza- 
tions and  classes  in  the  nation's  life 
which  will  participate  in  the  hearings 
before  the  Interstate  Gofnmerce  Com- 
mittees and  the  things  they  stand  for 
demonstrates  the  futility  of  predictions 
that  this  will  be  done  or  that  will  be 
done. 

There  are  the  "Big  Four"  Brother- 
hoods, tihe  organhml  railway  employee 
represented  by  the  railway  employes' 
department  of  the  American  Federation 
of  Labor,  the  members  of  Congress^ 
who  call  themselves  "progressives"  un- 
der tihie  leadership  of  Senator  La  Fol- 
lette,  of  Wisconsin;  the  Chamber  of 
Commerce  of  the  United  States,  the 
National  Industrial  Traffic  Zieague.  the 


National  Association  of  Ownere  of  Rail- 
road Securities,  headed  by  S.  Davieii 
Warfield,  the  National  Association  of 
Railway  and  Utilities  Commissioners^ 
and,  iMt  but  not  least,  the  railroods 
themselves* 

Constraotive  Legisiatioo  Seems  Sore 

If  any  prediction  were  to  be  made 
at  this  time  as  to  what  the  net  result 
will  be  with  reference  to  railroad  legis- 
lation well  into  the  middle  of  1024,  it 
would  appear  that  it  would  be  that  the 
legislation,  if  any,  will  be  more  of  a 
constructive  than  of  a  destructive 
nature,  and  that  radical  changes  will 
not  materialisBe. 

Senator  Cummins,  chairman  of  the 
Senate  Interstate  Commerce  Commit- 
tee, possibly  bacl^ed  definitely  by  the 
Administration  influence,  will  pursue  his 
conviction  that  the  main  solution  of  the 
railroad  problem  lies  in  compulsory 
consolidation  of  the  railroads  into  a 
limited  number  of  systems  prescribed 
by  the  Interstate  Commerce  Co-mmis- 
sion.  He  may  also  urge  enactment  of 
the  proposals  of  the  owners  of  railroad 
securities  for  the  pooling  of  freight 
cars,  including  the  financing  of  the  pur- 
chase and  repair  of  such  equipment. 

The  indications  are  that  the  railraad 
managements  will  oppose  both  pro- 
posals. They  evinced  no  warmth  of 
feeling  for  compulsory  consolidation 
when  it  was  proposed  by  Senator  Cum- 
mins during  the  framing  of  the  Trans- 
portation act,  and  as  to  the  second  pro- 
posal, they  are  on  record  definitely  as 
opposing  legislation  giving  effect  to 
pooling  of  equipment,  etc. 

Fight  on  Labor  Board  Has  Died  Down 
The  fight  for  abolition  of  the  Bail- 
road  Labor  Board  has  died  down.  It 
is  understood  that  the  "Big  Four'* 
Brotherhoods  still  have  under  consid- 
eration the  question  of  whether  or  not 
they  will  make  an  active  fight  for 
repeal  of  the  provisions  of  the  Trans- 
portation Act  creating  the  board.  The 
railroad  managements  are  not  likely  to 
come  out  in  the  open  as  a  whole 
against  the  board,  whatever  thcdr  con- 
victions may  be  as  to  leaving  wages 
and  working  conditions  direct^  to  the 
managements  and  the  employes. 

The  Traffic  World,  a  transportation 
publication  read  widely  by  shippers 
and  railroad  officials,  which  has  taken 
a  most  positive  stand  for  abolition  of 
the  Bailroad  Labor  Board,  in  a  recent 
issue  said: 

"We  do  not,  therefore,  recede  from 
the  position  that  the  Labor  Board  ought 
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to  be  abolished,  when  we  say  that  no 
change  ought  to  be  made  in  the  Trans- 
portation Act  by  the  coming  Congress. 
We  submit  to  it  as  a  more  or  less 
necessary  evil  accompanying  the  benefits 
tliat  transportation  is  at  present  re- 
ctiTing  from  that  law  and  that  it 
should  be  aUowed  to  coBtimie  to  re- 
crive/' 

Radieal  CteRfOS  Oppoaei 

The    National    Indnstrial  Traffic 

League,  at  its  recent  convention  in 
Dallas,  also  took  a  definite  stand 
against  radical  changes  in  the  law  at 
the  next  session  of  Congress.  On  this 
point  the  league  said : 

"Unquestionably,  transportation  legi^- 
lation  is  going  to  be  one  of  the  main 
topics  for  consideration  in  the  68tn 
Congress.  The  industrial  traffic  men  of 
the  eeuntry  abould  make  use  of  tbe 
opp<^nnity  to  demonstrate  to  our 
representatives  the  unwisdom  of  making 
very  radical  or  sweeping  changes  in  the 
regulatory  law." 

With  referwice  to  the  Brookhart  bill 
for  taking  the  "water"  out  of  railroad 
securities  the  League  showed  the  ridicu- 
lousness of  that  law  in  the  following 
language : 

•There  has  been  considerable  agita- 
tion in  favor  of  some  provision  of  law 
making  the  market  value  of  railroad 
set  -arities  the  basis  upon  which  a  reason- 
able return  should  be  determined  and  in 
this  way  using  this  value  to  determine 
ibe  genieral  level  of  freight  rates  and 
-passenger  fares.  In  order  that  the  posi- 
tion of  the  League  may  be  made  clear 
ITC  recommend  that  the  League  go  on 
record  as  opposing  proposals  of  this 
character,  for  the  reason  that  the  mar- 
ket fluctuations  of  securities  are 
frequently  wholly  foreign  to  the  ques- 
tion of  the  value  of  the  property  repre- 
sented by  them.  Under  this  theory  of 
rate  making,  if  the  level  of  rates  were 
too  low  so  that  the  carriers  did  not 
earn  an  adequate  return,  this  would  in 
turn  compel  the  value  of  the  securities 
to  be  depressed  on  the  markets,  and 
therebv  furnish  legal  reason  for  further 
reductions  in  such  rates,  and  conversely 
high  rates  would  advance  the  prices  of 
securities  and  these  in  tarn'  justify  fur- 
ther rate  inereases." 

Drive  on  Rate  Making  Section 

A  concerted  drive  will  be  made  to  re- 
peal the  rate  making  section  of  the 
transportation  act  which  directs  the 
Inteietate  Commerce  Commission  to 
pres<^be  a^tes  that  will  yield  as  nearly 
As  nmy  be  a  fair  return  on  the  property 
devoted  to  the  use  of  transportation 
And  which  fair  return  now  is  fixed  ar 
5%  per  cent — ^a  return  that  has  not  yet 
Irat  which  may  be  ad^^Tod  by  t^e  rail- 
roads in  1923. 

Senator  Capper,  of  Kansas,  is  the 
.chief  propon^t  of  repeal  of  this  see* 


tion.  He  has  told  his  cimstitaenta,  hnrd 
pressed  by  econoniic  conditions,  that 
repeal  of  the  section  woidd  result  in 
lower  freififht  rates.  He  has  not  told 
them,  however,  what  would  happen  to 
the  transportation  facilities  if  the  rail- 
road net  become  nmch  less  than  it  is 
at  present.  On  this  phase  of  the  sit- 
uation, the  railroad  managements  and 
the  owners  of  railroad  securities  will 
probably  stand  together.  The  rate-mak- 
ing eection  was  advocated  by  the  se- 
curity owners  and  they  will  vigorously 
oppose  an  attempt  to  repeal  it. 

The  situation  with  respect  to  the 
rate-making  section,  however,  will  be 
complicated  on  account  of  the  fact  that 
even  those  who  vrish  to  see  tiie  rail- 
roads obtain  an  adequate  return  be- 
lieve there  should  be  greater  flexibility 
in  the  making  of  rates  than  they  con- 
tend is  permitted  by  the  section  in 
question.  There  will  be  considerable 
sen>tment  in  the  next  Congress  for  re- 
sentiment  in  this  section,  outsid'e  of  the 
so-caUed  progressive  element. 

State  Comnissions  Still  Militant 

It  is  not  expected  that  the  state  com- 
missions will  be  as  militant  as  here- 
tofore in  demanding  restoration  of  their 
powers.  They  are  on  record  as  against 
iSie  rate  mahiDK  section.  G^ey  also 
want  thdr  powers  over  intrastate  com- 
merce more  clearly  defined,  but  the  way 
in  which  the  Interstate  Commerce  Com- 
mission had  handled  the  intrastate  rate 
situation  since  its  power  was  defined 
by  the  Supreme  Court  in  the  Wiscon- 
sin intrastate  rate  case,  has  taken 
some  of  the  fire  out  of  the  state  com- 
mission's opposition.  They  recently  ap- 
pealed to  the  commission  for  a  state- 
ment sht)wing  that  there  was  much  for 
the  state  commissions  to  do,  even  under 
the  Supreme  Court's  interpretation  of 
the  Transportation  Act,  with  the  regu- 
lation of  intrastate  commerce — and  the 
commission  said  there  was. 

In  their  fight  in  the  intrastate  rate 
cases  which  followed  the  general  rate 
increases  of  July,  1920,  the  state  com- 
missions had  practically  contended  that 
they  would  he  obliterated  if  the  posi- 
tion taken  by  the  Interstate  Commerce 
Commission  were  sustained.  Some 
states  took  this  declaration  literally  and 
proceeded  to  cotnsideration  of  legisla- 
tion abolishing  their  state  commissions. 
It  was  then  that  a  call  for  help  was 
sent  to  the  Federal  Commission  which 
issued  a  statement  showing  clearly  that 
the  state  commissions  had  not  been  de« 
prived  of  their  coveted  powers  in  many 
rejects.  In  brief,  the  position  of  the 
Federal  Commission,  sustained  by  the 
Supreme  Court,  is  that  it  may  step  in 
and  fix  intrastate  rates  only  when  state 
commissions  attempt  to  fix  large  bodies 
of  rates  below  the  level  of  interstate 
rates  <so  as  to  place  an  undue  burden 
on  Interstate  Commerce. 
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Americans  Are 
Owners  of  American 


By  HUGH  FARRELL, 


Advocates  of  "public  owner^ip  of 
the  railroads'*  overlook  one  important 
fact  and  that  is  the  fact  that  ihe  pub- 
lic or  a  majority  of  the  public  already 
own  the  railwyads.  Oonservative  esti- 
mates based  on  comprehensive  data 
place  the  number  of  persons  inter- 
ested in  American  railroad  securities 
at  57,000,000.  a  majority  of  the  popu- 
lation of  the  country. 

Eight  hundred  thousand  or  more  of 
•ehese  iholdera  of  railroad  securitiee  are 
direct  owners,  the  remaining  56,000,000 
or  so  being  holders  through  their  joint 
ownership  of  mutual  savings  banks  and 
insurance  companies  and  (tlieir  interest 
in  the  investments  of  various  truBta, 
runnuig  from  corporate  trust  companies 
to  corporate  insurance  companies  and 
banks  which  have  invested  the  funds  en- 
trusted to  tihem  in  railroad  securities. 

Mutual  insurance  companies  and 
savings  banks  alone  own  nearly  75  per 
cent  of  all  the  railroad  bonds  outstand- 
ing in  this  country  and  something  like 
25  per  cent  of  all  the  railroad  stocks. 
The  mutual  savings  banks  hold  nearly 
a  billion  dollars  of  these  securities, 
the  corporate  savings  banks  much  more. 
But  there  is  no  difference  between  the 
public  interest  in  the  holdings  of  mutual 
savings  banlLs  and  its  interest  in  the 
holdings  of  corporate  savings  banns. 
The  great  assets  of  both  which  are 
invested  in  these  securities  belong 
directly  to  the  depositors. 

Iniury  to  Depositors 

Anythuog  that  affected  the  value  of 
railroad  securities  would  hurt  the 
depositors  in  corporate  savings  banks 
just  as  much  as  it  would  hurt  the 
owners  of  tiie  mataal  savings  bankb. 
Tha  saime  thinir  would  be  true  of  in- 
anrance  companies,  of  trust  companies, 
of  the  commercial  banks,  which  now 
hold  a  very  large  interest  in  railroad 
securities.  The  holdings  of  charities, 
foundations,  the  universities,  and  the 
hundred  and  one  other  institutions  and 
organizations  in  which  the  public  is 
directly  interested  would  also  be 
affected. 

The  devaluation  of  railroad  values  so 
blithely  and  innocently  proposed  'by 
Senator  Smith  Wildman  Brookhart 
would  precipitate  a  panic  in  TaSztoad 
securiUea  mt  would  wipe  out  a  grealt 
part  of  the  savings  of  years  of  57,000,- 
000  people.  Every  institution  and  every 
direct  holder  of  these  securities  would 
in  that  event  attempt  to  'Hinload"  be- 
fore tbe  devaluation  could  be  put  into 
^eefe  taoA  the  result  woidd  be 


more  destructive  of  values  than  the 
devaluation  plan  itself. 

Security  values  are  like  wsttat  in 
more  ways  than  one;  they  seek  their 

proper  levels  under  normal  conditions 
and  they  run  wild  when  subjected  to 
abnormal  conditions.  Let  an  earth- 
quake destroy  the  bed  of  a  river  and 
the  river  will  sink  without  a  trace; 
let  some  similar  catastrophe  erupting 
from  legislative  halls  destroy  the  bed 
of  confidence  upon  which  security  values 
flow  and  tbey  will  drop  through  the 
earth  also. 

Few  or  none  of  us  can  acutely  real- 
ize the  interest  we  have  in  such  indirect 
things  as  the  assets  of  a  savings  bauk 
in  which  we  place  our  savings  or  in 
those  of  an  insurance  company  in  which 
we  also  place  our  savings. 

FeeilH  of  the  leiivWsal 

A  savings  bank,  even  a  mutual  sav- 
ings bank,  is  a  place  iu  which  we  de- 
posit cas>h,  and  from  which  we  expect 
to  draw  cash  when  we  are  ready  to 
do  «o.  We  have  the  same  feeling  about 
insurance  companies,  we  pay  cash,  and 
we  expect  cash  in  settlement  when  the 
time  comes.  We  all  know,  in  a  vague 
'Sort  of  way,  that  the  assets  of  insur- 
ance •eom.panies  and  hanks*  and  the  hun- 
dred and  one  other  inGditation-s  in  which 
we  are  interested  consist  of  invest- 
ments in  railroad  and  other  securities, 
but  it  never  seems  to  get  home  to  ua 
that  these  investments  have  been  pur* 
chased  with  and  represent  the  cash 
which  we  have  paid  into  the  institutions 
in  the  form  of  savings,  deposits,  insur- 
ance premiums  and  the  l^e,  and  that 
we  cannot  hope  to  get  btaSs.  wihat  we 
put  in  if  the  securities  held  by  tiie  in* 
stitutions  lose  their  v^e  or  become 
too  greatly  depreciated. 

Most  institutions  of  this  kind  main- 
tain reserve  funds  for  the  purpose  of 
protecting  depositors  and  policyholders 
against  ordinary  fluctuations  in  the 
values  of  securities,  but  no  institution 
has  a  reserve  su£[icient  to  withstand 
the  effect  of  a  finanicial  calamity. 

We  do  not  realize  onr  interest  in  and 
ownership  of  the  assets  of  these  in- 
stitutions when  everything  is  running 
smoothly  but  we  would  very  soon  realize 
where  we  stood  if  such  a  calamity  as 
an  arbitrary  devaluation  of  securities 
cdioold  strike  them.  A  depreciation  of 
25  per  cent  in  the  values  of  the  assets 
held  by  most  of  tlie  institutions  of  this 
country  would  ttrow  them  into  bank- 
ruptcy, and  force  a  liquidation  of  se- 
curities on  an  unprecendented  scale  and 
that  Uqnidalira  would  result  in  a  fur- 
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ther  depreciation  of  values,  for  securi- 
ties can  not  be  sold  unless  there  are 
buyers  and  there  would  not  be  enough 
buyers  in  all  the  world  to  take  in  one 

lump  securities  to  the  value  of  even 
$^,000,000,000  without  serious  impair- 
ment of  values. 

A  Suppositious  Case 

Let  such  a  calamity  befall  the  coun-- 
try  and  then  let  the  depositor  in  the 
savings  bank  who  does  not  realize  that 
he  is  the  owner  of  railroad  securities 
go  to  his  bank  and  demand  the  return 
of  his  savings.  Things  would  never  get 
that  far,  of  course,  for  the  bank  would 
have  been  forced  to  suspend  long  be- 
fore tke  depositor  realised  what  was 
going  on.  We  know  what  bank  runs 
are,  or  some  of  us  do.  We  don't  have 
them  any  more  because  the  bankers 
of  the  country  have  learned  how  to 
prevent  tftem  and  to  protect  sound  in- 
stitutions which  suffer  a  momentary 
loss  of  public  confidence.  But  the  oc- 
casional bank  runs  we  do  see  these 
days  give  us  furiously  to  think  about 
what  would  happen  if  the  confidence 
of  the  entire  country  in  all  the  multi- 
tude of  banks  and  institutions  in  this 
broad  land  were  destroyed  at  one  blow. 

Senator  Brookhart's  devaluation  plan 
£9  based  on  tiie  contention  tiuit  at 
some  time  a  few  years  ago  all  of  the 
securities  of  the  American  railroads 
could  have  been  bought  in  the  open 
market  for  considerably  less  than  the 
|19,500,000»000  tentative  valuation 
placed  lipon  them  by  the  Interstate 
CJommerce  Commission — a  valuation 
which  is  daily  receiving  approximate 
confirmation  at  the  hands  of  experts 
who  have  actually  weighed  and  meas- 
ured the  physical  assets  of  the  com- 
panies concerned.  I  wonder  if  Senator 
Brookhart  knows  that  on  his  basis  of 
calculation  half  of  the  insurance  com- 
panies and  savings  banks  of  the  coimtry 
were  insolvent  for  at  least  two  or  three 
years  during  the  war  and  post-war 
period. 

Panic  Wap  Avoided 

The  loss  of  values  incident  to  the 
immediate  effects  of  tb«*  war  did  not 
cause  a  panic  or  result  in  any  legal  in- 
solvency for  the  reason  that  the  public 
officials  and  officers  of  the  companies 
concerned  realized  that  values  would 
recover,  and  met  the  situation  by  chang- 
ing the  basis  of  valuation  so  far  as  the 
h^raings  of  insnrance  companies  were 
concerned  from  a  system  of  valuing 
according  to  market  prices  to  cue  of 
valuing  according  to  arbitrary  standards 
set  up  for  the  purpose  of  preventing 
technical  insdrraey  and  enforced  liqui- 
dation. 

This  method  of  preventing  a  collapse 
could  not  be  employed  to  meet  tlie 
situation  tSamt  would  resuM  from  actual 
devaluation,  for  its  use  in  the  instance 
referred  to  was  justified  on  the  ground 
that  the  depreciation  in  values  was 
temporary  and  artificial  and  would 
disappear  as  sooa  m  normal  conditions 


returned.  Senator  Brookhart's  de- 
valuation would  be  permanent  and  final, 
with  the  result  that  panic  to  unload 
would  ensue. 

The  point,  however,  is  that  Senator 
Brookhart  is  using  a  measure  of  valu- 
ation in  arriving  at  his  'basis  for  valuing 
the  railroads  that  was  rejected  by  the 
insurance  ^commissioners  of  aU  the 
states  in  tne  Union  when  they  came  to 
consider  tixe  actual  value  of  railroad 
securities  in  connection  with  their  duty 
-of  determining  if  the  insurance  com- 
panies over  which  they  had  supervision 
were  solvent  and  worthy  of  the  con- 
tinued confidence  of  the  ipeople.  If  he 
succeeds  he  will  at  least  have  helped 
the  people  of  the  country  who  own 
interests  in  the  railroads  without  fcnow- 
ing  it  to  realize  their  ownership. 

Senator  Brookhart  belongs  to  a 
school  of  opinion  which  holds  that  the 
"interests"  own  the  railroads.  By  the 
^interests"  they  mean  the  investment 
and  so-callod  "international  bankers." 
Now  bankers  are  **internationiar'  for 
the  same  reasons  that  a  steel  maker 
or  A  farmer  is  international:  bankers 
are  merchants  and  like  the  sted  man 
and  the  farmer  must  look  to  the  mar- 
kets of  the  world  for  customers.  In- 
vestment bankers  do  not  buy  railroads 
or  other  securities  for  personal  invest- 
ment, they  buy  them  to  sell  again;  just 
as  a  shoe  dealer  buys  shoes^  or  a 
grocer  buys  sugar  or  coffee. 

Except  when  they  get  "stuck"  with 
an  issue,  that  is  buying  securities  at  a 
price  higher  than  they  can  sell  them 
for,  investment  bankers  lare  never  the 
owners  of  any  considerable  interest  in 
railroad  or  any  other  securities.  The 
very  rich  men  who  happen  also  to  be 
bankers  or  to  be  interested  in  banks 
have  parts  of  their  personal  fortunes 
invested  in  railroad  securities,  but  the 
banking  houses  as  such  do  not  buy 
securities  for  investment,  they  buy  them 
to  sell  again.  Their  representation  on 
nailroad  boards  which  has  been  cited  as 
evidence  of  control  by  bankers  is  for 
the  purpose  of  protecting  the  interest 
Off  those  to  whom  the  bankers  have  sold 
the  securities  of  the  railroads  on  whose 
boards  they  have  places. 

The  investor  expresses  his  confidence 
in  the  banker  when  he  buys  a  security 
''put  out"  by  that  banker  and  it  is  to 
the  banker's  interest  in  the  mainten- 
ance of  the  clientele  of  investors  upon 
whose  good  will  bis  business  is  depend- 
ent to  see  to  it  that  the  railroads  or 
other  issuers  of  securities  live  up  to 
the  promises  made  and  implied  in  the 
bond.  Investment  'bankers  are  experts 
in  these  matters;  they  are  the  best 
possible  representatives  that  the  in- 
vestors could  have  on  the  ndlroad 
boards,  and  so  long  as  they  leave  the 
actual  operation  of  the  railroads  to  the 
executives  and  specialists  in  that  field, 
their  representatives  on  the  board,  this 
gives  the  bes't  assurance  to  be  had  that 
the  investments  of  the  57,000,000  peotple 
who  own  the  railroads  of  this  country 
will  remain  safe  and  sound. 
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Wm  It  Work?"  Amivera  to 

Federal  Ownership  Plea 

fey  CHARLES  NORMAN  PAY 


The  crucial  question  as  to  Private  vs. 
Government  Ownership  of  Railways, 
Ooal  Mines,  etc.,  ie  the  fin?al  question. 
**WiIl  it  work?"  And  the  answer  is 
supplied  by  the  answers  to  two  fur- 
taier  questions.  *<Oan  It  possibly 
work?"  "Has  it  ever  worked?"  For 
there  is  no  moral  reason,  in  a  democ- 
racy, why  government  should  not  own 
and  operate  everytihing,  from  the  giant 
ocean  liner  down  to  the  lMdl>y'8  bottle, 
provided  such  ownership  can  reaeon- 
ably  be  expected  to  work  out  for  the 
greatest  good  of  the  grea^test  number, 
while  there  is  every  political  reason 
for  at  lea^t  trying  the  experiment  of  it. 

From  the  moral  standpoint,  govern- 
ment of  the  people,  by  and  for  the 
people,  by  majority  vote,  means  the 
man-power  to  carry  the  wiH  of  the 
nvajority  into  effect,  with  or  widiou't 
minority  consent;  plus  the  acceptance 
of  that  fact  by  the  latter.  Such  is  the 
rjle  of  the  game:  and  if  the  majority 
say  "We  are  dissatisfied  with  laws  that 
protect  private  property,  undw  which 
one  man  can  get  and  keep  more  than 
another,  perhaps  more  than  a  thousand 
others — We  want  no  more  Fords  or 
Rockefellers— We  propose  that  all  of  us 
fliiall  take  over  and  own  everything 
imperish-able  in  this  country,  in  the  per- 
son of  our  chosen  government ;  and  that 
it  shall  deal  out  to  each  of  us  his  equal 
share  <tf  the  perishables  produced  by 
us  idt  BO  that  all  shall  be  well  off  and 
bappy,  and  none  of  us  have  to  envy 
another"  how  can  the  minority  ignore 
that  decision,  except  at  their  own  peril? 
l^at  afupeal  can  there  be  from  it,  ex- 
cept to  the  majority  to  change  its  mind? 

As  for  political  considerations,  they 
are  all  in  favor  of  Government  owner- 
ship; that  is  why  tne  Issae  so  per- 
sistently thrusts  its  ugly  mug  into  party 
politics  and  platforms.  No  weapon  lies 
80  handy  to  the  demagogue's  hand,  no 
bid  which  can  make  for  the  popular 
vote  is  so  sednctive,  as  the  triple  appeal 
to  our  vanity— that  every  one  of  us 
is  as  good  as  Rockefeller;  to  our 
jealousy — that  every  one  of  us  works 
aa  hard  and  deserves  as  much  as 
Bockefeller:  and  to  our  cupidity— that 
if,  being  m  the  vast  majority,  we 
stand  together  to  take  the  riches  of 
Bockefeller  and  his  like,  we  shall  aJl 
be  comfortably  off,  with  no  mum- 
millionaireB  to  lord  it  over  as. 

David  and  Goliath  Again 

These  are  political  considerations  of 
the  first  potency,  for  the  building  of 
parties  and  platforms  by  LaFollette 
and  Brookhart,  and  Gompera  and  Lewis, 


and  their  kind.  Envy,  jealousy  and 
cupidity  of  riches  and  power  have  been 
fateful  political  forces  throughout  all 
history.  There  stands  up  to  meet  this 
giant  of  moral  and  political  emotion, 
this  Goliath  of  government  ownership, 
only  the  Young  David  of  oommon-sense, 
of  economic  reason,  armed  mth  the 
Old  Testament  smooth^  round  stone  of 
justice;  or  if  you  will,  of  fact— the 
record  of  human  nature  as  shown  in 
history.  Can  that  stone  he  slung,  and 
sunk  deep  into  the  forehead  oi  our 
national  conviction,  I  wonder? 

The  hard,  solid  fact  is  that  men  are 
not  equal  in  power  or  production ;  that 
they  are  never  satisfied,  nor  in  justice 
ought  to  be  satisfied,  with  equal  divi- 
sion of  unequal  contribution  to  the  com- 
mon wealth;  and  finally,  that  the  great- 
est of  them  have  never  been  able 
enough  to  run  even  the  government  of 
nation,  state  or  city — ^to  say  nothing  of 
its  countless  industries — to  perferaon; 
nor  with  economic  success  at  all  com- 
parable to  that  of  private  enterprise. 
The  strength  of  man  is  limited,  and  the 
value  of  Iiuman  organization  is  lim- 
ited with  and  by  it  No  man,  no  gov- 
ernment, can  do  everything.  The 
phrase  is  the  merest  commonplace  of 
human  experience. 

"But,"  says  the  Collectivist,  "no  one 
wants  government  to  do  everything.  All 
we  are  after  just  now  are  a  few  big 
things— the  railroads,  coal  mines,  pack- 
ing houses,  etc.  A  lot  of  them  are  run 
by  big  corporations  now;  by  Armour 
and  Rockefeller  and  Morgan.  All  gov- 
ernment need  do  is  to  take  tiiem  over 
bodily  and  run  them  just  the  same^; 
only  give  us  all  a  share  in  the  profits." 

The  CoUeotivist,  however,  merely 
begs  the  whole  question  of  profits.  That 
is  what  President  Wilson^robably  did 
when  he  gayly  started  the  United  States 
into  the  shipping  business  just  before 
we  got  into  the  World  War,  with  a  fifty 
million  dollar  nibble  at  the  shipping 
bait,  and  sunk  three  billions  of  good 
money  in  deed  failure  in  the  next  two 
years.  Profits  were  what  he  and  Mc- 
Adoo  probably  dreamed  of  when  they 
took  over  the  railroads  and  in  a  few 
dhort  montlM  changed  a  net  earning  of 
$2,'600,000  a  day  to  a  net  loss  of  the 
same  amount,  sinking  two  billions  more. 
Profits  may  have  been  in  mind  when 
they  took  over  the  telephone  and  tele- 
graph and  sunk  another  twelve  nullionB 
in  the  former  alone  in  about  as  many 
months.  Then  there  were  machine  gun, 
airplane  and  nitrate  ventures,  all  to 
head  off  private  profiteering  in  war  in- 
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diwtries,  that  sank  pexiiapS'  a  billion 
more.  "But,"  our  Collectivist  will  say, 
**that  WAS  in  a  war  emergency — ^no  cri- 
terion there." 

Very  well;  let  us  go  back  to  (he  iwt 
liaU  of  the  last  century,  to  railroad, 
canal  and  banking  ventures  of  the 
states  then  and  later,  in  the  ipiping 
times  of  peace.  Many  of  the  states, 
for  instance,  went  into  railroad  and 
canal  development  around  1840.  Every 
one  failed  and  sank  the  taxpayers* 
money.  Some  of  them  issued  and  re- 
pudiated their  own  bonds  and  have 
never  paid  them  to  this  day.  Tet 
private  ownership  took  over  and  con-- 
ductei  profitably  the  bankrupt  under- 
takings, in  nearly  every  case,  I  think. 
The  Dakotas  have  lately  gone  into 
banking  and  warehousing,  at  tlie  tax 

Eayers'  expense,  and  are  not  yet  out,  I 
eUeve. 

Or  look  abroad.  The  French  gov- 
ernment has  owned  and  operated  at  a 
loss,  ever  since  the  downfall  of  the  last 
emtare,  some  of  the  French  railways, 
xignt  alongside  of  privately  owned  roads 
run  at  a  profit.  The  Italian  railways 
have  been  a  drag  on  the  taxpayers  for 
years,  and  are  now  said  to  be  for  sale 
to  private  ownership  by  the  Mussolini 
go  vernm  en  t.  Th  e  Austrian  railways 
are  likewise  to  be  unloaded  by  the  gov- 
ernment in  the  reorganization  of  that 
unfortunate  country's  affairs,  es  a  lia- 
bility rather  than  an  asset. "  The  Ger- 
man railways,  which  have  always  been 
vaunted  as  an  instance  of  governmental 
success  in  business,  are  cited  as  draw^g 
heavily  on  the  public  treasury,  now  that 
democracy  instead  of  autocracy  is  at  the 
helm  of  railway  steering.  There  is  t*lk 
of  denationalizing  them. 

In  Soviet  Russia  the  railways,  which 
tinder  imperii  control  were  a  heavy 
bnrden,  have  gone  with  all  capitalism 
to  rack  and  ruin,  but  the  Russian  people 
do  not  seem  to  benefit  thereby.  Per- 
ihfflps  it  is  unfair  to  LaFollette  and 
Brookhart  to  cite  the  ease  of  Soviet 
Bnasfia;  because  it  has  had  but  five 
years  in  which  to  change  human  nature 
and  reverse  all  natural  and  economic 
law,  and  La  Follette  may  say  that  time 
is  too  short  If  he  did,  9ie  would  be 
entirdy  jwtified.  As  to  as  a  few 


thousand  years  of  history  tell  the  story, 
it  may  well  take  all  eternity  to  change 
human  nature  and  economic  law — which 
last  is.  merely  human  nature  applied  to 
the  use  ot  property.  I  am  not  a  well 
read  economist  or  historian,  and  do  not 
pretend  to  speak  by  the  card;  but  the 
following  general  statement  seems  to 
me  safe, 

Individttal  Effort  Creates 

The  vast  mass  of  the  wealth  of  the 
world  has  been  created  by  individuals 
under  stimulus  of  private  ownership. 
A  very  small  fraiction  of  it  has  been 
taken  by  government  from  ns  operators 
by  means  of  taxation.  The  fraction  so 
taken  has  been  maintained,  extended 
somewhat,  and  operated,  usually  ait  cost 
of  further  taxation;  seldom  out  of 
profits  from  increased  service  Vo  the 
public  at  reduced  charge  as  witb  pri- 
vate undertakings.  To  sum  up,  gov- 
ernment takes  money  out  of  every- 
body's pocket;  but  puts  it  into  nobody's. 

Many  socialistic  and  communistic 
perimrats  in  private  industry  ^ve  been 
made,  in  many  lines,  many  lands  and 
many  ages.  Substantially  none  have 
taken  deep  enough  root  in  human  so- 
ciety to  survive  and  propagate  their 
their  kind.,  as  an  effective  mode  of 
creatixkg  axid  distributing  wealth.  The 
same  human  instinct  that  makes  gov- 
ernmnet  ownership  and  operation  a 
failure,  namely;  that  what  is  every- 
body's business  in  nobody'a  bnsiness, 
has  in  every  reooided  instance  been  the 
wrecker  of  communistic  ownership  and 
operation.  Even  in  agriculture  progress 
seems  blocked  by  communism. 

The  richest  nations,  those  where  the 
lowest  classes  of  workers  enjoy  the 
greatesit  prosperity  and  highest  stand- 
ards of  living,  are  precisely  those 
where  private  ownership  is  best  pro- 
tected by  law,  and  individual  fortunes 
are  greatest.  In  the  United  States, 
with  our  Armours  and  Rockefellers 
we  have  the  happy  hunting  grounds  of 
the  poor,  of  the  working  folk  from  all 
the  world.  They  come  to  ns  because 
where  there  is  private  ownership  and 
great  capital,  th^*e  are  also  work  and 
wages. 
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Furnisbing  Pullman  Service 

For  Ubiquitous  American 

By  J.  KEELEY 
Of  the  Pullman  Company. 


'Tidlman  Service,"  accepted  by  tiie 
public  *s  one  of  the  pillars  of  Aanexi- 
eaii  daay  lito,  involves  not  only 
tremendous  financial  operations,  but 
housekeeping  details  of  which  the  pub- 
lic has  little  knowledge.  iB\>r  instance, 
the  Pidlman  iOo.  probaMy  is  tiie  larg- 
est patron  of  laundries  in  the  country. 
Last  year  over  300.000,000  pieces  of 
Pullman  property  went  through  the 
wash  tub  and  the  wringer. 

Last  year  the  fNillman  car  mile- 
age totaled  8ai»349J85  mile^  an 
lioiirly  average  of  93,761  miles;  and 
an  average  each  sixty  seconds  of  1,56- 
miles.  The  distance  traveled  was 
equivalent  to  encircling  the  eartii  at 
the  equator  ninety  times  each  day.  . 

The  function  of  the  Pullman  Co.  is 
that  of  a  reservoir  from  which  the 
railroads  and  the  public  draw.^  Its 
abiUty  to  meet  demands  for  service  is 
not  only  one  of  the  chief  factors  in  the 
excellence  of  American  railway  travel, 
but  also  a  factor  in  cutting  down  the 
cost  of  travel.  If  the  railroads  had  to 
supply  their  own  sleeping  cars  thwe 
would  he  at  least  double  the  capital 
invested  in  cars,  and  the  railroads 
would  have  to  have  a  reserve  force  ol 
trained  employes.  It  costs  the  Pullman 
Company  $100  to  train  a  conductor,  and 
over  $50  to  give  a  porter  the  eiemeD- 
Ua^  in6tractu>ns  as  to  bs  duties. 

American  Traveler  A  "BW" 

The  American  traveler  is  a  seasonal 
bird  of  migration.  There  are  in  each 
y«ar  four  travel  peaks  and  m  the  val- 
leys of  inactivity  between  the  periods 
of  great  activity  hundreds  at  cars  are 
idle  and  unproductive.  At  the  dose  of 
the  1922  fiscal  year  the  average  num- 
ber of  cars  operated  was  5,66b  eacn 
month,  and  the  momthly  'Peajc  in  June. 
1922,  was  81.4  per  cent  of  the  cars 
owned.  But  there  are  times  when  wery- 
thing  on  wheels  that  can  roll  is  pressed 
into  service  by  public  demand. 

During  the  period  of  greateet  depres- 
sion in  travel  a  fraction  of  over  30  per 
cent  of  Pullman  cars  are  on  side  tracks, 
and  even  in  June,  1922,  the  peak  month, 
there  was  an  estimated  spread  of  ap- 
proximately 939  cars  between  the  high 
and  the  low  day  in  that  month,  ahe 
Pullman  Co.'s  supply  of  cars  has  more 
than  kept  pace  with  the  increase  in 
population.  In  1901  there  was  one  Pull- 
man car  for  each  23,521  mhabitants  of 
the  United  States,  and  in  1920  there 
was  a  car  for  each  13.697  persons.  The 
population  of  the  United  States  in- 


creased 39  per  cent  between  1901  and 
1920  while  the  number  of  Pullman  cars 
increased  139  per  cent  and  the  passOT- 
gers  carried  as  between  those  two  years 
increased  824  per  cent 

In  the  shops  of  the  Pullman  Car 
Works  in  Chicago,  among  the  relics 
which  tell  the  Story  of  the  rise  and 
progress  of  transportation,  there  etands 
in  honoraWe  retirement  a  quaint  old 
coach  known  by  the  simple  designation 

of  *'01d  No.  9."  ,  . .  , 

It  is  the  first  Pullman  sleeper  wJUCft 
George  M-  Pullman  evolved  in  his  ex- 
periments to  produce  a  standard  sleep- 
inz  car  that  would  serve  the  public 
mkl  add  to  its  comfort  while  travelmg. 
Comfort  of  Modern  Pullman 
Crude  and  uncomfortable  it  was  when 
compared    with    the  accommodaOona 
afforded  by   tlie  Pullmans  of  today. 
There  are  four  sections  in  the  old  car, 
and  the  upper  berths  are  hauled  into 
position  by  an  arrangement  of  ropes 
and  chains  primitive  to  the  extreme. 
Wood  stoves  furnished  the  heat,  such 
as  it  was,  and  the  weary  traveler  must 
have  burned  on  one  side  and  frozen  on 
the  other  as  thoroughly  as  did  the 
householders  of  the  era  of  open  fire- 
nlaces 

A  lone  wash  basin  situated  in  plain 
view  of  all  the  occupants  <ot  the  entire 
car  was  in  keeping  with  the  other  m- 
adequate  toilet  facilities.  "Sage  brush 
plush  of  the  stifling  warp  of  years  ago 
bedecked  the  seats.  »    ^  -  a 

"OM  No.  9"  had  mattresses,  of  a  kina, 
with  pillows  and  blankets.  There  were 
no  sheets.    But  it  served  its  purpose 

and  it  proved  George  P^^J^a^* 
tention  that  a  coach  could  l)e  built  that 
vwuld  afford  real  eleeping  quarters  and 
offer  a  semiblance  of  a  bed  where  before 
day  coaches  alone  furnished  their  oh- 
too-narrow" seats  for  the  benighted  raU- 

""^.'sSng  contrast  with  "Old  No. 
9"  lire  the  Pullmans  of  today.  Their 
evolution  has  been  gradual,  so  gradual, 
in  fact,  and  so  evident  that  ^it  some- 
times appears  as  if  few  American  rail- 
way travelers  of  today  rcaJae  wfcat 
steadUy  increasing  comfort  lias  ©•« 
fumisflied  the  mby  Pullman  ears. 
Gewia  M.  Pullman  a  Cabinet  Worker 
George  M.  Pullman  was  a  cabinet 
worker  (before  he  branched  out  as  a 
building  contractor  in  Chicago.   In  1858, 
in  that  city,  he  proceeded  to  work  out 
the  idea  of  «  steeping  car.  ^  Two  old 
coadhes  were  geared  by  bun  and  re- 
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modeled.  In  1865  the  first  Pullman 
sleeping  car  was  introduced,  end  was 
pot  kite  service  on  tile  Chicago  &  Al- 
ton road.  This  car,  called  ttie  Pioneer, 
was  a  foot  wider  and  two  and  one-half 
feet  higher  than  any  in  use.  It  was 
necessary  to  alter  all  of  the  station 
platfontis  and  elevate  several  bridges 
before  it  could  he  need. 

Today,  there  is  not  one  part  of  a 
Pullman  standard  sleeping  car,  or  a 
parlor  car  for  that  matter,  that  is  the 
same  as  in  18S9.  Steel  construction  is 
nnployed  thronfiiOQt,  and  the  old  wood- 
en sides  are  almost  extinct  The  gin- 
gerbread mohogany  fittings  of  the  an- 
cient regime  have  passed.  Seats,  bunks, 
partitions — all  of  the  interior,  in  fact — 
are  of  steel;  but  the  imitation  is  ao 
skilfully  done  that  many  passengers  be- 
lieve them  wood.  Steel  ears  reduce 
travel  hazards. 

S^ondamental  principals  rem^ain,  to  be 
sure,  but  has  been  subjected  to 
constant  improvement.  These  changes 
are  gradual.  They  are  tried  and  ap- 
proved before  they  are  adopted.  So, 
VPith  an  almost  continuous  improvement, 
a  little  bit  at  a  time,  your  traveler  ac- 
cepts his  added  comfort  and  safety  as 
a  matter  of  course'  often  fails  to 
note  it. 

^'Lawrence  Chair"  Born  01  Parlor  Car 

Debate 

The  standard  parlor  car  chair  is  an 
excellent  example  of  this.  Some  nine 
years  ago  a  group  of  men  were  travel- 
ing from  Ne-w  York  to  Boston  on  the 
Knickerbocker  Limted,  the  crack  day- 
light train  of  the  New  York,  New  Ha- 
ven &  Hartford  railroad.  That  train 
was  composed,  in  its  eotirety,  of  par- 
lor cars  and  diners.  A  ddmte  arose  as 
to  whether  the  maximum  of  comfort  m 
parlor  car  seats  had  beon  attained. 

One  of  the  travelers,  a  Mr.  Lawrence 
of  Boston,  led  the  native  side.  The 
upshot  of  the  discussion  was  the  appoint- 
ment of  a  committee  to  look  into  the 
matter.  They  wera  to  design  a  perfect 
chair  and  present  their  plans  to  the 
Pullman  manaeemrat.  There  were  many 
more  trips.  On  one  of  these,  a  Boston 
artist  was  taken  to  sketch  the  attitudes 
assumed  by  parlor  car  patrons. 

The  invesigation  resulted  in  much  in- 
tersting  data.  Complaints  of  discom- 
fort depended  upon  the  physical  propor- 
tions of  the  individual.  The  skinny 
lady  declared  that  more  springs 
and  cushing  were  required.  The  fat 
man  aaid  there  was  too  much.  The 
short  girl  fomid  them  '*uncomfortab]y 
high,"  and  the  gangling  youth  thought 
"they  ought  to  be  a  leetle  might  taller." 
So  it  went. 

Out  of  this  mass  of  disputation,  the 
committee  worked  a  table  of  averages. 

From  this  the  new  chair  car  seat  was 
born.  It  was  labelel  "the  Lawrence 
chair,"  in  honor  of  the  gentleman  who 
played  so  important  a  part  in  its  evolu- 
tion, and  it  is  in  use  today. 


Which  is  jus't  one  example  of  how 
comfort  for  the  traveling  public  is  se- 
cured and  how  the  Pulknan  Company 
has  set  about  it. 

Not  infrequently  some  earnest  disci- 
ple arises  and  demands  improvement  in 
Pullman  equipment.  The  European 
sleeping  car,  with  its  semi-privacy,  is 
dtea  as  the  proper  coach  to  replace 
the  standard  sleeper.  It  is  an  odd  fact 
that  the  Pullman  Company  has  built 
cars  of  this  type  and  has  sought  to  in- 
troduce tbeim.  They  have  never  been 
accepted. 

The  European  sleeping  car — which, 
by  l^he  way,  is  the  invention  of  CoMnel 
W.  D.  Mann,  an  American — has  com- 
partments with  sidewise  berths,  each 
two  eomp^tments  isharing  one  toilet. 
Naturally,  the  cost  is  more.  The  travel- 
ing public — possibly  because  of  this,  or 
it  may  be  because  Americans  naturally 
are  gregarious — refused  them;  and  after 
a  tbodmiBh  trial  the  experiment  waa 
abandoned  and  the  work  of  improving 
the  present  form  of  car  was  continued. 

As  a  matter  of  fact,  the  Pullman 
compartment  is  better  than  any  of  the 
European  type,  containine  more  room 
and  individual  toilet  fad&ties,  to  my 
nothing  of  admittedly  superior  con- 
struction. The  Americans  using  com- 
partment cars  constitute  a  small  per- 
centage of  the  generid  public,  even  on 
the  erackerjack  highe«t  extra  fare 
trains,  as  an  observant  travels  may 
note  for  himself. 

As  the  human  equation  enters  into 
the  question  of  seat  comfoi^t,  so,  too, 
it  plays  a  big  part  in  the  matter  of 
sleeping  equipment.  The  Pullman  mat- 
tress is  made  to  order  from  .the  finest 
horsehair  obtainable.  The  pillows  are 
stuffed  with  selected  goose  feathers. 
The  be^  of  wool  goes  into  the  makiog 
of  the  blankets.  But  the  Pullman  sleep- 
er wends  its  way  through  all  climes  in 
all  seasons.  An  average  must  be  struck 
to  meet  all  possible  emergencies.  Sixty- 
three  years  have  heen  utilized  an  strifc* 
ing  that  average  and  the  experimait 

continue*  daily. 

Figures  on  Pullman  Housekeeping 

Here  are  some  striking  figures  re- 
garding what  might  be  ceiled  Pullman 
housekeeping.  In  1921  the  Pullman  Co. 
purehased  the  fi^wiag. 


Sheets   *   376.246 

Pillow  0l!ip8   462,341 

Tow«to    1»035.925 

Porters'   wbite  coats    30.662 

Tidies   27.964 

Head  rest  covers   82,628 

Buffet  table  cloths   11.942 

Napkins    80,419 

Blankets    13.954 

Toilet  soap  (cakes)    2.531,808 

Liquid  soap  (gallons)    113,640 

Matches  (boxes)    2.587.536 

Toilet  paper  (rolls)    520.800 

DrlnkiUff  cups   64.755.000 

First  aid  packages    24.740 

Hat  bass   1*646.200 

Hat  brushes    S.ISOO 

Hair  brashes    51.804 

Combs    146»190 

Tumblers    I.'^SO 
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More  than  4,000  men  and  women  are 

employed  daily  cleaning  Pullman  cars 
in  every  section  of  the  United  States, 
in  Cainada  and  Mexico.  They  sweep 
and  by  vacuum  process,  blow  out  cmders 
and  dirt  and  inhale  the  dust  on  «eatB, 
cushions  and  mattresses,  ajid  wash, 
'  scrub  and  polish.  The  exterior  of  the 
ear  is  treated  with  a  mild  solution  of 
oxalic  acid.  The  surface  is  then  glossed 
with  an  oil  preparation,  . 

Mattresses  and  blankets  are  givem  air 
and  eun  baths  and  later  cleaned  by  va- 
cuum. Fumigation  of  a  car  takes  place 
at  stated  intervals,  and  the  odorous  feut 
efficient  formaldehyde  gas  renders  tne 
existence  of  germs  and  ▼emun  an  im- 
possibility. ^  , 

The  drinking  water  tarnks  are  steam 
sterilized  and,  contrary  t<>  popular  opi- 
nion the  ice  is  not  placed  m  tie 
The  coils  through  which  «he  water  runs 
are  iced* 

There'  is  nothing  haphazard  about 
Pullman  car  cleaning.  Every  car  has 
its  own  complete  bookkeepmg  system 
on  cards,  showing  when  ito  was  last 
deaned,  partially  or  thoroughly;  when 
taidMtedrwh«n  tested  for  electrical 
dBdeccy  and  for  fire  apparatus. 
Ventilation  System  Deveiops 

The  present  system  of  ventilation  ol 
Pullman  cars  is  the  result  of  over  6,000 
measurements  of  air  currents  and  m- 
alyses  of  air,  in  occupied  berths  and 
in  the  body  of  the  car,  made  by  iJr. 
Thomas  R.  Crowder,  the  Pullman  <iief 
of  sanitation  and  surgery.  The  theo^ 
of  ventilation  developed  by  this  ex- 
haustive study  has  been  put  into  prac- 
tice in  all  Pullmans  and  m  many  rail- 
road and  street  car  coaches  throughout 
the  country.  ,       .^^  .„ 

A  forward  step  in  medical  service  in 
the  Pullman  organization  is  now  being 

taken  tiirough  the  »°?tall?,t^°° 
latest  complete  first  aid  kits  on  aU  its 
cars  and  in  the  yards  and  works,  and 
the  eivine  of  first  aid  instruction ,  to 
^ous^s^s  of  employes.  Starting 
with  the  district  yard  forces,  the  train- 
ing will  rapidly  be  extended  to  mclude 
the  conductors  and  Porters,  and  eventu- 
ally will  embrace  nearly  half  the  84,000 
employes.  Fortunately,  tiiere  ffe  few 
acddtmts  on  Pullman  cars,  but  emer- 
iSdes  will  arise.   The  Pullman  com- 
pany has  had  first  aid  kits  .on  its  cars 
for  more  than  a  decade,  but  never  be- 
fore has  it  attempted  to  educate  its 
operating  staff.  The  steel  container  in 
Mch  car  has  two  first  aid  packages  with 
sufficient  sterile  dressing  materml  to 
prevent  any  ordinary  wound  from  con- 
tamination, and  bandages  to  fix  the 
dressings  in  place.  There  are  also  being 
added  Imall  ampoules  of  iodine  and  a 
bottle  of  aromatic  spirits  of  ammonia  to 
be  used  as  a  harmless  heart  stimulant. 
Carelessness  of  Passengers 
Because  of  the  carelessness  of  many 
passengers  in  throwing  sajfety  /azor 
blades  into  towel  racks  and  on  the 


floors,  the  Pullman  Co.  is  installing  a 
receptacle  for  the  discards.  Scores  of 
porters  have  had  their  hands  bad^ 
cut  by  unwittingly  seizmg  the  blades 
when  pulling  soiled  towels  from  the 
rack,  and  car  cleaners  have  had  similar 
painful  accidents  by  encountering  the 
blades  on  the  floors  and  in  the  seats. 

The  standard  sleeping  car  contains 
approximately  166  lineal  yards  of 
friezette  plush,  this  plush  being  finally 
adopted  as  the  most  cleanly  and  durable 
after  many  yeairs  of  experunwit.  xeMly 
renewal  averages  99.000  yards  of  Oaa 

Pullman  standard  sleeping  car 
contains  91  yards  of  mohair  berth  cur- 
tains, 105  square  feet  of  leather,  and 
68%  yards  of  carpeting.  In  tiie  iwneer 
days  of  the  Pulfinan  car  the  curtains 
were  of  canvas  on  which  were  painted 
ereen  fields  and  lush  meadows,  castles 
in  Spain  and  ships  on  the  ragmg  main. 
But  these,  though  m  those  days  they 
were  considered  artistic,  proved  cum- 
bersome and  warm.   Curiously  enough, 
though,   canvas   duck   curtains,  dyed 
green,  were  in  use  on  some  cars  dur- 
ing the  World  War  because  of  the 
shortage  of  modem  mohair. 

Following  the  original  canvas  came 
curtains  of  heavy  wool,  then  again  a 
form  of  tapestry.  These  did  not  hang 
well  among  other  bad  pomts.  and  finally 
there  came  the  mohair,  a  material  as 
light  as  is  compatible  with  vrvracy  to 
the  berth  occupant. 

Conteate  at  »  Sleepins  Car 


ISO 

Sheets 

15 

Deflectors 

140 

pillow  SUpe 

10 

Head  Boards 

240 

Towels 

1 

Sash  Raiser 

66 

Blankets 

1 

Match  Safe 

28 

Mattresses 

1 

Deodorizer  Jng 

55 

Pillows 

1 

Deck  Sash  Opener 

26 

Hamino^ 

2 

Dozen  Candlea 

18 

Berth  Curtains 

17 

Spittoons 

13 

Spring  Beds 

3 

Tables 

e 

Bags  ^ 

2 

Ladders 

1 

Berth-value  Key 

1 

J>ttst  Pan 

1 

Camp  Stool 

1 

Hop 

2 

Number  Holders 

1 

Vacuum  Cleaner 

26 

Head  Best  Covers 

1 

Ice  Tongs 

1 

Broom 

1 

Thermometer 

6 

Candle  HbldSTS 

1 

Wrench 

2 

Buckets 

.  1 

First  Aid  Hsldar 

1 

Step  Bom 

1 

ethoa  HoMer 

38 

Screens 

• 

With  the  absorption  by  the  Pulknan 
Company  of  the  Haskell  &  Barker  Oar 
Oo.  of  MichigaB  City,  • 

1922.  the  manufacturing  facilities  of  the 
Pullman   Co.  were  largely  increased. 
Today  the  combined  plants  conttst  oi 
over  160  bnildings  served  by  more  thaB 
100  mffles  of  tracks  within  the  shop  en- 
closures, which  embrace  an  aggregate 
area  of   600    acres.    The  maximum 
monthly  output  capacity  unonots  to 
3JB00  new  Ifrei^t  oars.  VK  repair 
freight  cars,  125  passenger  cars,  15.000 
oar  wheels,  1,250   tons  of  malleable 
castings  and  a  substantial  tonnage  of 
foreings.     There    are  approximately 
13  000  m*n  on  the  maaittfactarmg  pay- 
roil,  and  22,000  other  persons  attend  to 
the  multifarious  duties  in  the  manu- 
facturing and  operating  phases  of  the 
company's  activity. 
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Transportation  Act  of  1920 

Elxplamed  by  Senator  Cimmiins 


By  ALBERT  B.  CUMMINS 
TJwiei  States  Senatat  fnm  Iowa 


THB  briefest  sort  of  outline  of  tke 
physical  character  of  <rar  rail- 
way syatem  on  Jan.  1, 1918,  will 
be  helpful  iiJ  understanding  the  difficul- 
ties with  which  we  had  to  deal  in  pre- 
paring the  legislation  of  1920. 

Wlien  ttie  Government,  in  the  last 
days  of  December,  1917,  assumed  the 
control  and  the  operation  of  the  rail- 
ways, we  had  55ubstantially  265,000  miles 
of  main  track  road.  It  had  been  con- 
structed practically  without  any 
snpervision  on  the  part  of  the 
Goyernment.  It  was  owned  by  sub- 
stantially 900  separate  corporations. 
Some  of  it  was  prosperous,  some  of  it 
bankrupt,  some  of  it  in  high  state  of 
developnient,  some  of  it  poorly  built, 
poorly  equipped  and  enormously  over- 
burdened with  capital  obligations,  but 
practically  all  of  it  absolutely  neces- 
sary for  the  tremendous  traffic  of  the 
country,  and  to  meet  the  needs  of  the 
several  comanmitiea  of  the  United 
States. 

During  the  first  six  months  of  the 
year  1918  the  Government  returned  to 
their  respective  owners  something  like 
80,000  miles  of  ^his  property,  consisting 
mainly  of  what  are  ordinjuily  known 
as  the  short  lines. 

Cost  United  States  $45,000,000  a  Month 

Under  the  Federal  Control  act  off 
1918,  the  President  was  authorized  to 
contract  for  compensation  for  the  use 
of  the  property  so  taken  over  and  re- 
tained. The  standard  fixed  for  eom- 
pensation  was  the  average  net  oper- 
ating income  of  the  particular  road 
for  the  three  preceding  fiscal  years. 
This  standard  gave  to  some  of  the 
roads,  in  my  judgment,  a  great  deal 
more  than  they  were  entitled,  and  to 
some  less  than  they  were  entitled. 

The  Government  operated  these 
roads  for  26  months;  it  more  than 
doubled  the  wages  of  employes  and  in- 
creased the  rates  of  transportation  25 
per  cent.  Its  net  loss  for  the  entire 
period,  assuming  that  settlements  yet 
to  be  made  are  made  upon  the  same 
basis  as  those  already  made,  was  at  the 
rate  of  about  $45^000,000  per  month. 
The  law  provided  and  the  agreements 
stipulated  to  return  the  roads  to  their 
owners  at  the  end  of  Federal  control 
in  as  good  condition  as  they  were  when 
taken  over  on  Jan.  1,  1918. 

In  1919  the  President  notified  Con- 
gress that  he  would  surrender  the  roads 
on  Jan.  1,  1920,  but  later  modified  his 
notification  exten^g  the  time  to  liareh 


1,  1020.  It  then  became  tfie  da;ty  of 
Oongress  to  enact  such  legislation  as 

was  necessary,  first,  to  wind  up  the 
affairs  of  the  United  States  Railroad 
Administration,  and  second,  as  would 
enable  the  owners  of  ithese  properties 
to  give  to  the  people  of  the  country  the 
transportation  service  which  their  4>ilBi- 
ness  imperatively  demanded. 

It  will  be  remembered  that  -the  rail- 
roads were  being  returned  to  their  own- 
ers with  an  average  monthly  deficit  of 
substantially  145,000,000  per  mon'th. 
And,  also,  that  for  six  months  before 
the  return  applications  thad  been  pending 
before  the  Director  General  for  a  fur- 
ther increase  of  wages  amoonting  in 
the  aggregate  to  $800,000,000  per  year. 
It  was  well  known  'that  all  or  a  large 
part  of  this  increase  would  be  granted, 
and,  in  fact,  when  the  applications  came 
to  be  heard  by  the  United  States  Baii- 
road  Labor  Board  increases  in  wages 
were  granted,  on  July  20,  1920,  amount- 
ing in  round  numbers  to  $650,000,000 
per  year.  It  is  well  to  recall  at  this 
point  that  when  the  Government  took 
over  the  railroads  it  took  oTor  aH  their 
cash  balances. 

Under  these  conditions  Gongress  con- 
tinued what  is  known  aa  me  stand- 
ard contract  for  cdx  months;  under 
which  the  Government  contracted  to 
pay  to  the  railroads  which  applied  for 
it  in  apt  time,  the  compensation  which 
waa  paid  during  the  26  months  prior  to 
March  1,  1920.  It  was  also  agreed  by 
everyone  that  the  railroads  would  be 
compelled  to  borrow  immediately  im- 
mense sums  of  money  to  rehabilitate 
their  several  properties;  for  while  the 
Government  maintained  some  of  them 
in  reasonably  fair  condition  many  of 
them  had  been  neglected  and  the 
equipment  especially  required  the  most 
extenidve  repairs.  We  all  knew  that 
the  credit  of  even  the  roundest  com- 
panies had  been  seriously  impaired, 
and  that  it  would  be  impossible  for 
the  best  of  them  to  borrow  money  in 
the  knmediatft  fatere  at  leas  than  7 
pet  cent. 

Traaportation  Aet  Pasaad 

This  is  an  outline  of  the  situation, 

and  to  meet  it  and  do  all  that  could  be 
done  to  make  it  reasonably  certain 
that  the  railroads  would  continue  to 
render  the  service  upon  which  the  wel- 
fare of  the  people  of  the  United  States 
absolutely  depended  CongreM  passed 
the  Transportation  Act,  1920. 

I  refrain  from  further  discussion  of 
the  infinite  details  of  this  important 
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measure  and  proceed  directly  to  the 
consideration  of  those  parts  of  the  Acc 
which   afleect  freight   and  passenger 
ratCR.  asking  that  it  be  borne  m  mmd 
that  if  rates  had  not  been  increased 
the  railroads  as  a  whole  would  have 
incurred  after  Sept.  1,  1920,  for  a  tune 
at  List,  a  month&  deficit  of  ip.OOO,- 
000  and  this  upon  the  assumpton  that 
nothing  had  been    expended   for  ex- 
traordinary rehabilitation.  ^  ,  « 
If  additional  revenues  had  not  been 
nrovided  every  railroad  in  the  United 
States  would  have  been  m  the  hands 
of  a  receiver  before  Jan.  1,  1921,  and 
our  system   of   transportation  would 
have  been  practically  *^troyed. 

It  is,  I  think,  geiierally  admitted  tha^ 
many  of  the  advocates  of  the  Govern- 
ment ownership  and  operation  of  these 
utilities  opposed  the  Transportation 
Act  hoping  that  the  continuance  of 
existing  conditions  would  bring  about 
St  result,  and  I  agree  that  it  would 

*^7t  is'Sot  my  intention  to  inqmre  into 
the  desirabiUty  or  wisdom  of  Govern- 
ment ownershfe  and  operation.  I  1  mit 
my  comment  upon  that  subject  to  just 
Sfe  «S"rk.  It  is  this:  That  if  we  are 
to  have  public  ownership  of  the  re- 
reads it  ought  not  *o  be  effected  by 
Stt  physiJSlly  destroying  the  efficiency 
of  the  facilities  of  transportation.  If 
there  is  to  be  a  change  in  our  policy 
in  that  respect  it  can  be  ought  to 
be  accomplished  through  constitutional 
methods,  and  without  subjecting  the 
people  to  the  almost  infinite  loss  that 
they  would  suffer  if  deprived  for  any 
considerable  period  of  adequate  means 
of  transportation. 

Increase  in  Frdgbt  Ratoa 
I  approach  now  the  specific  objec- 
tions which  many  people  and  particu- 
larly many  iwwerful  agricultural  or- 
ganizations have  made  and  are  making 
against  the  transporta'tion  act.  it  is 
claimed  that  the  act  is  the  dirert  «anse 
of  the  high  frdght  rates  whach  were 
eMUdied  on  Aug.  26.  1920,  and  which 
hare  been  and  are  so  boidectsoime  npon 

totastry.  , .  ,  .  ^M^^r^¥ 

For  reasons  which  are  not  ipertment 
to  this  diacassion,  farmers'  productions 
wetit  down"  in  19'20  to  pre-war  levels  or 
below,  and  at  the  same  time  freight 
rates  were  increased  to  a  higher  level 
than  ever  before.  This  conjunction  of 
two  extraordinary  events  was  the  se- 
verest blow  that  ever  fell  upon  any  in- 
dustry, and  it  is  not  strange  that  their 
efforts  to  escaipe  the  disaster  com- 
manded all  their  thought  and  energy, 
and  it  may  be  tihat  their  extreme  trwls 
clouded  their  judgment  when  they  came 
to  inqnire  into  the  eaiose  of  their  mis- 
fortune. , ,  -  - 

The  high  fre^ht  rates  which  have  op- 
pressed all  the  people  and  the  farmers 
mrticularly  are  not  due  to  the  trans- 
portation act  of  1920,  but  to  other 
causes  over  which  the  Government 
neither  had  nor  has  the  leaat  coiftrol. 


I  ffo  furHier  andaasert  -that  m  all  prob- 
abUity  freight  rates  would  have  been 
higher  without  the  transportation  act 
than  they  are  under  it.  ^  „ 

If  I  can  make  good  these  asaerdons, 
the  storm  that  has  been  raging  agamst 
this  measure  ought  to  disappear  and 
we  ought  to  turn  our  attention  for  re- 
lief in  other  directions. 

In  presenting  this  ;phase  of  tne  sno- 
ject  I  ought  immediately,  and  as  a 
premise  to  aU  that  I  may  say  upon  it, 
to  declare  that  I  believe  m  law  and 
order.  I  believe  that  the  Constitution 
ought  to  be  respected,  and  jtfiat  the  deci- 
sions of  the  Supreme  Court  of  the 
United  States  in  construing  the  Uon- 
stitution  must  be  accepted  not  only  by 
Congress,  but  by  all  the  people.  We 
can  amend  our  Constitution,  and  have 
done  so  many  times,  but  to  disregard 
and  defy  its  provisions,  if  it  were  pos- 
sible to  do  so,  is  destructive  of  every 
principle  of  organized  society. 

Rate  Section  Explained 

I  ask  unprejudiced  attention  to  that 
part  of  the  transportation  act  which  it 
is  claimed  has  had  the  effect  of  unduly, 
unreasonaUy  and  unjuatly  increasing 
freight  rates.  I  quote  the  first  four 
paragraphs  of  section  422,  which  added 
section  l&-a  to  t^e  Interstate  Goanimerce 
Act, 

••S>OT.  422.    rae  loteratate  CJommerce  Act 

i3  further  amended  by  inserting  after  sec- 
tion 16  a  new  section  to  be  known  as  section 
l'5a  and  to  read  as  follows: 

"  "Sec  16a  (1)  Wlm  need  in  ths  eection 
the  term  "rates**  nacana  rartes,  fares,  and 
charges,  and  all  caassifications.  regulations, 
and   practices,    relatiofir  thereto:   tjie  term 
"carrier"   means  a  carrier  by  raUroM  or 
partly   by   railroad   and   partly  by  water, 
within  the  contineotal  United  SUtes.  sub- 
ject to  this  Act,  eBCtndUiff  <a)  sleeping-car 
companies  and  express  companies,  Cb)  etreet 
or  suburban  rtectric  railways  unless  operaun 
as  a  part  of  a  general  steam  railroad  sys- 
tem of  transportaUon,  Cc)  inierurban  electric 
railways  unless  operaited  mm  a  part  <«  * 
Eeneial  steam  railroad  s>^t^  of  transporta- 
tion or  engaged  to  the  general  twinsportation 
of  freigHt.  and  (d)  any  belt-ltae  railroad, 
terminal  switching  railroad,  or  other  terminal 
facility  owned  exclusively  and  maintained, 
operated,   and  controlled  by  any  state  or 
political  -subdivision  thereof;  and  the  term 
"net  railway  operating  Income"  means  rail- 
way operating  income,  including  in  the  com- 
putation thereof  debits  wid^  credits  aristag 
from    equipment   rents   and   Joint  faeURy 

•*  •ifc)  In  the  exercise  of  its  power  to  pre- 
scribe juat  end  reaaonable  rates  /he  Cam- 
mission  shall  initiate,  modify,  establish  or 
adjust  such  rates  90  that  carriers  as  a  ^oie 
(or  as  a  whole  tn  each  of  such  rate  groups 
or  territories  as  the  Commission  may  from 
time  to  Ume  de^gnaite)  wttU  under  ^Mines^ 
^icient   and  economical  -management  ana 
reasonable  expenditures  lor  malntsnanoe  <w 
way,    structures  a»d  eoafprnent.   earn  an 
aggregate  annual  net  railway  operatinc:  in- 
come eaual.  as  nearly  as  may  be,  to  a  fair 
return  upon  «»e  aggregate  value  of  the  rali- 
wav  property  of  such  carriers  held  for  and 
u^ed  in  the  service  of  itransportation;  Pro- 
vided  That  the  Commission  shall  have  rea- 
sonable latitude   to  modify  or  BAi^t  ar^ 
Particular  rate   which  !t  -]5« 
unjust  or  unreasonable,  and  to  jwrescrib©  <m- 
ferent  rates  lor  different  sections  of  the 

"^^^^HMi    na  CeittinlBsiQn  sball  tram  time 
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to  time  determkie  and  make  public  what  i>er- 
eeii!ta«e  of  «ocfa  aer&reerate  property  value 
ooostitutes  a  fair  return  thereon,  and  such 
percentage  shall  be  unUorm  for  all  rate 
groups  or  territories  wAiioh  may  be  designated 
by  the  Commission.  In  making  such  de- 
termination it  jjhall  give  due  c<»sideratioii» 
among  other  things,  to  the  transportation 
needs  of  the  country  and  the  necessity  (under 
honest,  efficient  and  eootiomical  management 
of  existing  transportation  facilities)  of  en- 
larging such  <acUltiefi  in  order  to  provide  the 
people  of  thB  UMted  States  with  adequate 
transpoTtatioii:  Provided,  That  during  the 
two  years  begtamlns  Marcb  1,  1»^0,  tihe  Comr 
mission  shall  tiOce  «a  cRioh  fair  return  a  smn 
eaual  to  5^  per  centum  of  such  aggregate 
value,  but  may.  in  its  discretion,  add  thereto 
a  sum  no*t  exceeding  one-half  of  one  per 
centum  of  auch  (Aggregate  value  to  make  pro- 
WKm  tn  wlKrte  or  in  part  for  improvements, 
betterments  or  eauipm^t,  wlhich.  according 
to  the  accounting  ayatem  preacribed  by  the 
OmouMod.  are  eliarg«a1>le  to  capital  ac- 
count. 

*•  "(4)  For  the  purposes  of  this  eection, 
such  aggregate  value  of  the  property  of  tbe 
carriers  shall  be  d^erm  ined  by  the  Com- 
mission from  time  to  tim»e  and  as  often 
as  may  be  necessary.  The  Comimission  may 
utUize  the  restflts  of  its  investigation  under 
seotton  19a  of  Hits  Aet,  in  so  far  as  deemed 
by  it  available,  and  shall  give  due  considera- 
tion to  all  the  elements  of  value  recognized 
by  ttie  Saw  of  the  land  for  rate-making  pur- 
poses, and  shall  g>ive  to  the  property  invest- 
ment account  of  the  carriers  only  that  con- 
sidtrati'on  which  under  such  law  it  iis  en- 
titled to  in  establiffhing  values  for  rate- 
making  purposes.  'Whenever  pursuant  to 
section  IS-a  of  this  Adt  the  value  of  the 
railway  property  of  any  carrier  (held  for  and 
used  in  the  service  of  transportation  has 
been  finally  ascertained,  the  value  so  ascer- 
tained sail  be  deemed  by  the  Commission  to 
be  the  value  thereof  for  the  purpose  of  de- 
termioing  such  aggregate  value.'  " 

Rules  of  Rate  Makiag 

It  will  be  noted  that  daring  the  first 
two  years  of  the  operation  of  the  act, 
namely,  until  March  1,  1922,  the  Inter- 
state Commerce  Oommission  w*as  di- 
rected to  take  as  a  fair  return  5%  per 
cent  upon  the  aggregate  va'ue  olf  the 
railroiad  property,  and  that,  in  its  dis- 
cretion, it  was  authorized  to  add  one- 
half  of  1  per  cent  to  make  provision 
in  whole  or  in  part  for  improvements, 
betterments  and  eqniinnent,  whdch,  ac- 
cording to  the  accounting  system  pre- 
scribed by  the  commission,  are  charge - 
able  to  capital  account. 

This  means,  of  coursct  that  not  more 
than  5%  per  cent  conld  be  raised  for 
distribution  either  las  interest  upon 
bonds  or  dividends  upon  stock.  It  is 
to  be  observed,  first,  that  thdis  proviso 
<tf  paragraph  3  oif  the  section  expired 
on  March  1,  1922,  and  is  not  in  any 
manner  responsible  for  the  rates  which 
now  prevail.  I  do  not,  however,  say 
this  in  apology  for  it.  It  is  absolutely 
Bonnd  economioaliy.  It  is  in  no  sense 
a  guarantee.  It  is  simply  a  declaration 
by  Congress  that  an  its  judgment  a  re- 
turn of  5%  per  cent  would  meet  the 
constitutional  requirement  that  private 
property  shall  not  be  taken  for  public 
use  without  just  compensation. 

The  {period  immediately  follownig  the 
transition  from  Government  operation 
to  private  operation  was  chaotic,  and  ft 
WBB  bdieved  tbat  &ds  rale  of  rate- 


making  would  have  the  double  effect  of 
steadying^  the  credit  of  the  railroad  sys- 
tems, which  were  in  eomiplete  disorder, 
and  at  tIhe  same  time  bar  the  insistence 
upon  the  part  of  the  raihmidB  that  in 
vew  of  the  high  interest  rates  which 
they  were  com-pelled  to  pay  and  the  re- 
duced purchasing  ipower  of  money  when 
aipnlied  to  both  labor  and  material,  for 
a  Uglier  rate  of  rctora. 

Statttfe  Mot  Needs 

In  my  juc^ent,  it  fulfilled  botb  these 

purposes,  and  it  enabled  itihe  trailroada 
to  Tender  the  service  without  which 
all  business  would  have  been  paralyzed. 
I  repeat  that  it  is  not  a  guarantee,  as 
at  once  must  be  admitted  wben  it  is 
remembered  that  during  ibe  year  1920 
the  net  operating  income  of  ajl  the 
roads  was  less  than  one-third  of  1  per 
cent,  and  during  the  year  1921  and  the 
first  two  months  of  1922  the  net  oper- 
ating income  of  aU  tlie  roads  was  sub- 
stantially 3  3-10  per  cent,  and  no  one 
contends  or  has  ever  euggesrted  that  the 
Gtoyemment  is  under  any  <rt>ligation  to 
make  up  the  <ffiffereDoe  between  the 
actual  net  eamdngs  of  the  raMrottde 
and  the  5%  per  cent. 

With  this  statement  for  the  period 
ended  Msfrdi  1,  1922,  let  us  examine  that 
part  of  the  law  which  is  permanmit  in 
its  duration.  The  statote  as  now  hi 
force  provides: 

J^in  the  exercise  of  its  power  to  pre- 
seribe  just  and  reasonable  rates  the 
commission  shaU  initiate,  modify,  eetab- 
lish  lor  adjust  such  rates  so  that  the 
earners  as  a  whole  (or  as  a  whole  in 
each  of  such  rate  groups  or  territories 
as  tile  oommission  may  from  time  to 
tune  designate)  will,  under  honest,  effi- 
caent  and  economical  management  and 
reasonable  expenditures  for  mainte- 
nance of  way,  structures  and  equip- 
ment, earn  an  aggregate  annual  net 
railway  operating  income  equal,  as 
nearly  as  may  be.  to  a  fair  return  upon 
the  aggregate  value  of  the  railway 
property  of  such  carriers  held  for  and 
used  Ml  the  service  of  transiwrtation: 
Provided,  That  the  oommission  shall 
have  reasonable  latitude  to  modify  or 
a^ust  any  particular  rate  which  it  may 
md  to  be  unjust  or  unreasonable,  and 
to  i^escnibe  different  rates  for  different 
aec^iosis  of  the  towatrjJ* 

Dedaration  of  Coastitatlon 

In  every  respect  save  one  the  para- 
graph just  quoted  is  the  declaration 

of  the  Constitution  as  construed  again 
and  again  by  the  Supreme  Court.  *That 
Court  has  many  times  announced  that 
a  rate  or  body  of  rates  prescribed  by 
a  Congress,  a  Legislaiture,  or  a  Com- 
mission which  does  not  allow  a  fair 
return  upon  the  value  of  the  property 
which  renders  the  service  is  confisca- 
tory and  unconstitutional.  It  has  more 
than  once  set  aside  a  body  of  rates 
whch  allowed  a  greater  rate  of  return 
than  the  railroads  have  received  since 
Sept.  1,  1924. 
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JSt  is  quite  po  ssible  t  o  pepeeive 
the  justice  of  a  criticism  upon  this 
part  of  the  law  for  it  is  nothing  more 
than  an  accurate  repetition  of  the 
Constitution  and  the  repeated  decisions 
of  the  Supreme  Court  interpr*itii>s  it. 
If  the  Congress  had  directed  the  Com- 
mission to  do  less  than  to  a^ost  rates 
that  would  make  a  fair  return,  or  if 
the  Commission  without  direction  had 
done  less,  the  Act  of  Congress  or  the 
act  of  the  commission  would  have  been 
in  Elation  of  plain  doj^  and  the 
clearest  commands  of  the  Gonetitution. 

The  only  new  thing  or  element  in 
the  paragraph  last  quoted  is  the 
authority  given  to  the  Commission  to 
consider  what  rates  ^11  produce  a 
fair  return  upon  the  value  of  the  rail- 
roads as  a  whole  or  in  groups  instead 
of  considering  *the  railroads  singly; 
and  I  assert  without  the  least  fear  of 
successful  contradiction  that  this 
authority  tuids  to  decrease  rates 
rather  than  to  increase  them. 

More  than  90  per  cent  of  the  trans- 
portation of  the  United  States  is  com- 
petitive in  its  diaracter,  that  is  to  say, 
that  with  respect  to  more  than  90 
per  cent  of  the  traffic  the  shipper  has 
the  choice  between  two  or  more  raU- 
roads.  It  is  apparent  that  for  the  wel- 
fare of  tiie  country  substantially  all 
our  railroads  must  be  sustained,  and 
it  has  been  the  rule  of  the  Interstate 
Commerce  Commission  for  years  to 
adjust  rates  i^on  competitive  business 
according^.  ,  .    ,  ^ 

This  necessary  practice  required  rates 
that  might  while  giving  to  one  compet- 
ing railroad  a  meager  return,  give  to 
another  excessive  profits.  It  must  be 
manifest  that  if  rates  are  fixed  upon  fche 
basis  of  maintaining  railroads  which 
have  a  higher  cost  of  producing  trans- 
portation than  some  of  its  rivals  the 
whole  level  of  rates  would  be  a  great 
deal  higher  than  if  they  are  fixed 
upon  the  basis  of  maintaining  the  rail- 
roads as  a  whole. 

Critics  Abandon  Fair  Return  Rate 
It  is  this  national  or  group  principle 
that  is  introduced  dn  the  paragraph 
quoted,  and  it  is  tiiis  princfele  wluch 
hi  addition  to  the  suggestion  I  have 
already  made  with  regard  to  the  rate 
of  return,  which  sustains  my  assertoon 
that  freight  rates  would  to  aIl^P«>£- 
abiUty  have  been  higher  its  ab- 
sence during  the  whole  period  since 
the  transportation  act  was  passed,  than 
they  have  been. 

.Most  people  who  think  at  all  upon 
^s  subjeet  <agree  that  this  reaisonmg 
is  absolutely  sound,  and  very  few  peo- 
ple claim  that  the  rate  of  return  fiied 
in  the  statute  for  two  years  as  a  ftur 
return,  or  the  rate  of  return  smce  the 
expiration  of  the  two  years  fixed  by 
the  Interstate  Commerce  Commission 
(5%  per  cent)  is  too  high;  and  it  would 
be  difficult  to  find  a  man  with  a  sane 
mind  but  who  would  elahtt  tbat  the 
rate  of  return  actually  received  by  the 


railroads  is  high  enough  to  escape  the 
condemnation  of  the  Supreme  Court, 
if  the  question  had  been  submitted  to 
that  tribunal.  The  critics  of  the  law 
have  practicaUy  abandoned  that  part 
of  their  contention  and  .hwe  f^en 
back  upon  two  other  proTidons  whicn 
I  will  now  consider. 

It  is  sadd  that  the  cost  of  the  main- 
tenance and  operation  of  the  railroads 
since  their  return  to  the  owners  ims 
been  excessive,  and  if  these .  expen^- 
tures  had  been  reasonable  m  amount 
the  net  operating  income  would  have 
been  greatly  increased.  Upon  this 
point  tiie  committee  on  Interstate  pom- 
merce  of  tiie  Senate  of^which  I  am 
chairman,  has  taken  an  immense  vol- 
ume of  testimony. 

If  these  expenditures  have  been  ex- 
travagant the  fault  is  not  to  be  rt- 
tribut^  to  tiie  law.     If   the  fiwJts 
alleged  were  proven  beyond  controversy 
it  would  furnish  no  reason  for  a  repeal 
or  modification  of  the  statute.  The 
transportation  act  in  the  paragraph  to 
which  I  have  so  often  referred  pro- 
vides for  such  rates  as  '^wiU,  under 
honest,  efficient  and  economical  man- 
agement and  reasonable  expenditures 
for  maintenance  of  way,  structures  and 
equdpment,  earn,'*  etc   H  we  can  not 
trusti  the  Interstate  Commerce  Com- 
mission to  perform  diligently  and  faitb- 
fuUy  its  duties  in  this  respect  then  our 
whole  plan  of  reguJation  by  the  Oov- 
emment  is  a  failure.     .   .    ,    ,  , 
Having  a  somewhat  intimate  knowl- 
edge of  the  work  of  the  commission,  I 
am  prepared  to  say  that  it  has  done 
everything  in  this  regard  that  it  coula 
have  done.  .  .  , 

In  any  event,  tte  criticism  is  not  to 
be  directed  against  the  law  and  if  there 
have  been  mistakes  either  of  commas- 
sion  or  omission  in  this  respect  raey 
•wouM  have  occurred  in  more  seanous 
form  if  tiie  irtatete  iUMi  not  been  en^ 
acted. 

RaNfMis  Hot  Ovenratasd 

The  last  suggestion  insofar  as  rates 

are  concerned  involves  a  sut)ject  upon 
which  there  has  been  more  misaptpre- 
hension  and  tti*>re  misrMfresentation, 
sometimes  intentional  and  sometimes 
nninte^onal,  thsn  upon  any  other, 
grows  out  of  the  statement  that  tihe 
transportation  act  validates  seven  or 
eight  billions  of  dollars  of  watered  capi- 
talization, and  compels  the  people  to 
pay  a  Tctum  upon  seven  or  eight  bil- 
lions of  dollars  in  excess  of  the  actual 
value  of  the  railroad  property. 

This  charge  is  flagrantly  and  obviously 
untrue,  but  more  honorable  men  and 
women  have  he&i  deceived  and  misled 
by  it  than  by  any  other  part  of  the 
long  continued  campaign  against  the 
measure.  The  argument  is,  that  even 
granting  that  the  rate  of  return,  whether 
designated  by  Congress  or  designated 
by  the  commission,  is  reasonable  or  less 
than  reasonable,  when  computed  upon  a 
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value  of  $18,900,000,000,  it  becoTaes  ex- 
cessive, Avhen  -computed  upoa  a  value  of 
$12,<MM,(HW,^,  fche  aMegedanufcet  value 
(of  all  railway  stacks  and  bonds  and  that 
rates  could  be  reduced  even  though  the 
cost  of  maixitenan'ce  ai^  operation  is 
not  reduced. 

The  charge  is  accepted  by  great  miil-> 
titndes  of  the  people  without  reflection 
because  they  know  that  there  have  been 
vast  amounts  of  railway  stocks  issued 
without  any  consideration. 

No  one  bas  insiffted  more  vigorouslr 
tiian  I  have  that  this  practice  should 
come  to  an  end,  and  finally  in  the  trans- 
portation act  it  was  brought  to  an  end. 
Everybody  knows  also  that  beginning 
inth  the  first  railway  conatrurtioti  a 
very  considerable  amomrt  of  ^e  funded 
er  bonded  indebtedness  was  issued  with- 
out consideration,  and  I  am  glad  to  say 
tibat  this  vicious  financing  cannot  occur 
under  the  transportatiott  act 

It  is,  however,  a  moral  and  economic 
crime  to  assert  that  because  these 
things  have  been  true  that  the  railroad 
(property  of  the  United  States  which 
renders  the  service  of  trausrportation, 
taken  as  a  whole,  was  overvalued  by 
seven  or  eight  billions  of  dollars  by  the 
Interstate  Commerce  Commission  when 
it  fixed  the  value  for  ratemaking  pur- 
poses at  $18,900,000,000. 

If  I  cannot  make  this  so  i^iin  that 
any  intelligent  human  being  can  under- 
stand it,  I  will  forever  desipair  of  estab- 
lishing the  simplest  problem  in  railway 
eeonomles. 

Seven  Yaare  for  Jnst  Inventory 

Let  us  first  examine  the  provisions 
of  the  Transportation  Act  upon  this 
subject.  They  are  found  in  paragraph 
4  of  Section  422,  which  added  Section 
15a  to  the  Aet  to  Begulate  Commerce. 
I  quote  it: 

''(4)  For  the  purposes  of  this  sec- 
tion, such  aggregate  value  of  the  prop- 
erty of  the  carriers  shall  be  deter- 
muied  by  the  Commission  from  time  ^to 
time  and  as  often  as  may  be  necessary. 
The  Commission  may  utilize  the  results 
of  its  investigation  under  Section  19a 
of  this  Act,  in  so  far  as  deemed  by  it 
available,  and  shall  ^'ve  due  considera- 
tion to  all  the  elements  of  value  recog- 
nized by  the  law  of  the  land  for  rate 
making  purposes,  and  shall  give  to  the 
property  investment  account  of  (the 
carriers  only  that  conisideratioiL  vrfdch 
under  such  law  it  is  entitled  to  in 
establishing  values  for  rate-making  pur- 
poses. Whenever  pursuant  to  Section 
19a  of  this  Act  the  value  of  the  railway 
property  of  any  carrier  held  for  and 
used  in  the  service  of  transportation  has 
been  finally  ascertained,  the  value  so 
ascertained  shall  be  deemed  by  the  Com- 
mission to  be  the  value  thereof  for  the 
purpose  of  detexmining  isuch  aggregate." 

Under  this  paragraph  and  in  a  pro- 
ceeding properly  instituted,  known  as 
Ex  Parte  74,  the  Interstate  Commerce 
Commission  found,  on  Aug.  26,  that  the 
railroad  property  of  the  United  States 


was,  as  a  whole,  of  the  value  of  $18,900,- 
000,000.  This  value  was  found  mainly, 
if  not  wholly,  under  an  act  passed  bi 
1913,  and  which  mow  eonstitntes  Sectbm 
19a  of  the  Act  to  Regulate  Commerce. 
Senator  Robert  M.  La  Follette,  of  Wis- 
consin, was  the  author  of  the  measure 
and  it  was  proposed  and  passed  for  die 
sole  purpose  of  giving  to  the  Inter- 
state Commerce  Commisdon  a  biiflia 
upon  which  to  fix  rates. 

In  1920  the  Commission  had  bera  en- 
gaged for  seven  years  in  naaking  an  in* 
ventory  and  assigning  the  valnes  of  both 
the  real  and  personal  property  of  the 
railroads,  and  had  substantially  com- 
pleted its  tasrk.  It  disregarded  all  stocks 
and  bonds  or  otiier  indebtedness  and 
viewed  the  property  just  as  it  existed; 
in  fact,  the  amount  of  stocks  and  bonds 
which  any  company  had  issued  alirso- 
lutely  immateriaL 

How  Railroads  Were  Valued 

The  commission  looked  upon  the  rail- 
roads as  tangible  physical  property, 
no  matter  from  what  source  the  money 
creating  it  had  been  derived.  It  ap- 
praised the  property  precisely  as  one 
would  appraise  his  farm  with  the 
buildings  upon  it  or  a  town  lot  .with 
its  improvements.  If  there  had  been 
$100,000,000,0(30  of  stocks  and  bonds 
issued  by  the  railroad  companies  it 
would  have  neither  added  to  nor  taken 
from  the  value  of  the  property  itself. 

The  Supreme  Court  of  the  United 
States  had  definitely  and  finally  laid 
down  the  rule  o£  law  lor  the  ascertain- 
ment of  the  valne  of  railroad  properly. 
It  had  declared  in  many  cases  ^at 
the  value  of  personal  property  in- 
cluding all  structures  and  improve- 
ments is  the  cost  of  reproduction  less 
depreciation  for  age  and  use,  and  that 
the  value  of.  the  real  property  or  land 
was  at  least  the  value  of  similar  areas 
of  adjacent  lands  or  lots  with  such  ad- 
ditions as  would  represent  the  cost  of 
acquiring  the  luids  or  lots  for  railway 
purposes.  Proceeding  in  this  way  and 
in  strict  obedience  to  the  Constitution 
and  the  decisions  of  the  Supreme  Court 
the  Commission  decided  that  the  prop- 
erty was  worth  $18,9(M>,0a0,OOO. 

I  may  not  agree,  in  fact^  I  do  not 
agree,  that  railway  companies  should 
enjoy  the  benefits  of  what  is  known 
as  unearned  increment,  but  the  Su- 
preme Court  has  dedded  that  under 
the  Constitution  they  are  entitled  to 
the  increased  value  of  land  brought 
about  by  general  growth  and  develop- 
ment, and  Congress  is  powerless  to 
change  that  decision,  for  the  value  ef 
property  and  the  elements  which  en- 
ter into  that  value  are  judicial  and  not 
legislative  qu(  stions. 

The  Supreme  Court  has  held  that  if 
a  right-^of'vray  is  donated  to  a  railroad 
company  by  the-  Oovernment  or  by  an 
individual  the  value  of  that  property 
is  to  be  considered  in  determining  the 
value  of  the  entire  property  of  that 
company.  This  may  eeem  to  be  na- 
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fast.  I  think  it  is  unjust,  but  the  Su- 
preme Court  says  that  the  Constitu- 
tion demands  it,  and  as  a  law-abiding 
eitisen  and  a  law-abiding  Senator  I 
aecept  the  conclusion.  Property  not 
used  for  transportation  purposes  is  of 
course  not  included  in  the  value  upon 
which  rates  are  based. 

I  lurve  given  what  seems  to  me  to  be 
the  matenai  facte  from  wbidi  to  dsmw 


conclusions  upon  the  proposition  I  an- 
nounced in  the  beginning,  and  very  con- 
fidently I  submit  that  no  thoughtful  man 
who  desires  to  reach  an  honest  condn- 
sion  caa  do  otiierwiae  tium  MknoivledKo 
that  ^  teanaipMtatton  Mt  wSiich  baa 
be«a  M  foriooaly  aasaOed  is  not  the 
cause  of  Ibe  high  ratea»  wbether  frdl|^ 
or  paMcnfw,  wJiieh  xAnr  ^verafl. 


Bangor  ^  Aroostook  Taps 

Banner  Farming  Territory 


By  PERCY  R.  TODD 
Presidemt  Bangor  d  Aroostook  Raikvad 


The  Bangor  &  Aroostook  Railroad 

Co.  was  incorporated  in  1891,  and  tak- 
ing as  its  nucleus  about  90  miles  of 
then  existing  railroad,  it  began  the  con- 
struction of  its  system  into  the  'virgin 
bat  fertile  territory  of  northern  Maine. 
Daring  the  next  20  years  it  completed 
about  -550  miles  at  railroad,  extending 
from  tidewater  at  the  mouth  of  the 
Penoibseot  itiver  to  the  Canadian  border 
at  St  John  Biyer,  widi  brandi  lines 
interwoven  through  the  agricultural  ter- 
ritory of  Aroostook  County  and  the 
timberlands  of  northern  Maine.  The 
company  also  operates  an  international 
bridge  «»088  the  8t  Jobn  Biyer  and 
a  line  to  the  famous  Mooshead  Lake. 
The  princmal  contiections  are  with 
the  Maine  Central  Railroad  at  northern 
Miainie  Junction,  with  the  Canadian 
Padfic  Baflway  at  iBrownsTille  Junc- 
tion and  with  the  .Canadian  National 
Railways  at  St.  Leonards,  N.  B. 

Since  the  construction  of  the  railroad 
one  of  the  largest  paper  mills  in  the 
IK^ted  States  ItM  been  built  at  Mil- 
Unocket,  (Me.,  and  many  large  lumber 
mills  sujpply  the  constant  demand  of  the 
Eastern  trade.  In  spite  of  the  enor- 
mous shipment  of  forest  products  which 
this  railroad  has  transported,  northern 
Sfoine  still  has  the  largest  stand  of 
uncut  timber  east  of  the  Mississiiwi 
River. 

Aroostook^s  Great  Potato  Fields 

Tihe  potato  fields  of  Aroostook  Coun- 
ty are  among  the  most  famoua  in  Iflie 
United  States.  New  England,  New 
York  and  Pennsylvania  are  supplied 
with  table  stock  and  all  of  the  potato 
growing  district  in  the  eastern  and 


southeastern  territory  from  Long  Island 

to  Florida  procure  their  seed  from 
Aroostook  County,  which  producea  *iie 
finest  seed  in  the  United  States. 

During  the  shipping  season  of  1921-22 
this  comtpany  transported  20,169,*887 
bnidiela  of  nvbite  potatoes* 

In  1890  the  population  of  Aroostook 
County  was  less  than  50,000  and  the 
value  of  its  estates  but  $10,000,000.  In 
1922  the  population  has  practically 
doubled  nnd  tbe  Talue  of  the  estates 
had  increased  to  over  940,000,000. 

In  spite  of  hazardous  and  difficult 
operating  conditions  the  operating  ratio 
of  the  company  has  heen  remarkably 
low,  and  it  has  an  unbroken  dividend 
record  since  1904. 

The  shops  of  the  company  are  located 
at  Derby,  Me.,  at  which  point  prac- 
tically ail  repair  work  is  carried  on, 
and  where  oyer  1,000  freight  cars  luiTe 
bera  wfaoHy  r^nilt  daring  tke  last  two 
years. 

The  question  of  the  *'open  shop"  is 
one  that  greatly  interests  the  public  at 
the  present  time  and  many  efforts  have 
been  made  by  those  opposed  to  th«  plan 
to  show  that  it  means  not  an  ''open 
shop"  'but  a  *'non-union"  shop;  that 
this  is  incorrect  is  shown  clearly  in  the 
case  of  the  iBangor  &  Aroostook  Bail- 
road  where  the  onajority  of  the  con- 
ductors, trainmen,  station  agents,  tele- 
gra-ph  operators  and  maintenance  of 
way  employes  are  union  men,  whereas 
the  locomotive  engineers,  firemea  and 
shopmen  are  non-union  men  and  yet 
there  is  no  railroad  where  the  employes 
work  more  cordially  together  than  they 
do  on  this  road. 
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Transportation  Institute 

Founded  to  Inform  Public 

By  BIRD  M.  ROBINSON 
Preriieni  American  Short  Line  RaHroad  Association 


The  National  Transportation  Ib^i- 
tute  has  recently  beeifc  organized,  witu 
eeneral  offices  in  Chicago,  111.  James 
R  Howard,  formerly  ipresideut  of  the 
American  Farm  Bureau  Federation,  has 
been  ma<Je  president. 

The  President  of  the  United  States, 
leading  Senators.  Members  of  the 
House  of  Representatives,  a  majority  ot 
the  Interstate  Commerce  Comnussion- 
ers,  the  Joint  Commission  of  Agricul- 
tural luquiry  of  Congress,  tfie  Na- 
tional Agricrftural  Cowference,  and 
many  leading  national  organizations 
have  recommended  and  approved  the 
establishment  of  the  institute. 

The  object  is  to  ascertain,  through  a 
competent,  reliable  and  impartial  organi- 
B«tion,  how  and  to  what  extent  the 
public  and  its  transportation  agencies 
are,  or  will  'be  benetited,  or  adversely 
affected  by  any  policy  or  course  of 
action  that  may  be  adopted  with  respect 
thereto,  and  to  actually  convey  that  in- 
formation to  the  people  in  all  sections 
of  the  country  in  a  way  that  they  can 
and  will  understand. 

The  by-laws  iprovide  that:  The  object 
of  the  National  Transportation  Insti- 
tute shall  be  to  conduct  non-partisan 
and  impartial  investigation  and  rese^irch 
into  every  kind  of  transportation  and 
tibe  veMianship  of  transportation 
agmcies  to  each  other  and  to  agricul- 
ture, industry,  -finance,  trade  and  com- 
merce, and  to  disseminate  the  facts  thus 
acquired  to  the  ipublic  through  the  plat- 
fonn,  press,  educational  institutions, 
nurtion  pictures,  and  other  available 
mediums,  with  the  definite  o-bject  of 
aiding  the  people  of  the  United  i^tates 
iu  promoting,  co-ordinating  and  snain- 
itttiidng  the  most  efficient  tranii^rtation 
facilities. 

And  that  the  institnte  shall  not  m 
any  way  become  directly  or  indirectly 
the  representative  either  of  transpor- 
tatim  aceaftcies,  prodoeers,  riiip8»eni»  or 
of  any  special  groiq^  or  groups. 

The  sponsors  for  ithe  institute  call 
attention  to  the  fact  that  the  problem 
of  adequate  and  economical  facilities  of 
transpoit  is  one  of  ^e  great,  if  not 
Kbe  fiieatest,  that  confronts  the  Ameri- 
can people,  and  is  becoming  progres- 
sively more  important  each  year;  that 
the  public,  for  one  reason  or  another, 
has  gradually  but  definitely  assumed 
more'  and  more  control  of  the  transpor- 
tation agencies,  especially  the  rail 
carriers,  until  at  present  it  actually  has, 
without  recognizing  the  fact,  assumed 
responsiWlity  for,  and  the  burden  of  i 


providing  transportation';  that  it  is 
without  adequate  information  witb 
reference  to  transportation,  and  that  it 
has  no  source  of  impartial  and  unbiased 
information  whicfh  the  majority  of  the 
people  will  accept,  when  dealix^E  with 
that  iproblem.  ^ 

Notwithstanding  the  great  necessity 
for  a  full  'kn(»wkdge  of  the  transporto- 
tion  problem  upon  tthe  part  of  "the 
people,  we  have  no  educational  institu- 
tions devoted'  exclusively  to  that  work, 
nor  havri  we  any  national  institutions 
r  onducted  in  an  limpai-tial  and  «nt»ase<I 
way,  engaged  in  comprehensively  a&eer- 
taimngthe  facts  aiwutall  kinds  of  trans- 
portation and  conveying  sucOx  informa- 
tion to  the  'pufblic.  ^ 

IWe  have  hundreds  of  institution  of 
learning,  colleges,  universnties  and  other 
technical  institutions  teaching  tilie  vari- 
ous professions  and  the  fundamental 
principles  of,  and  the  facts  with  refer- 
ence to,  production  of  all  things  used 
and  consumed;  but  we  have  no  great  in- 
stitution devoted  to  the  educatum  ot  the 
imblic  with  respect  to  the  fundamental 
principles,  the  facts  about  the  trans- 
portation, and  the  agencies  now,  or 
vvhidi  may  he  utilized  for  rendering  that 
service — this,  notwathstaiding  the  prob- 
lems involving  our  transportation  in- 
strumentalities, are  complex  and  are 
greatly  complicated  by  a  limited  knowl- 
edge of  the  real  facts.  The  result  of 
the  absence  of  adequate  and  reliable  in- 
formation is  that  the  public  is  not  only 
confused,  but  confounded,  and  that  con- 
dition affords  the  socialists,  communists, 
radicals  and  other  designing  persons  a 
fertile  and  an  almost  uncontested  field 
in  Which  to  'propose  or  exploit  ill-con- 
sidered and  ill-digested  ideas  for  socio- 
logical experimentations. 

The  institute  is  founded  upon  certain 
fundamental  principles:  (a)  that  the  in- 
terest of  every  man,  woman  and  child 
in  America  is  inseparably  linked  with 
their  transportation  agenoies;  (b)  that 
service  is  of  prime  or  first  importance 
to  all,  and  (c)  that  the  ipublic  and  the 
private  enterprises  which  furnish  the 
transportation  facilities  and  service  each 
have  >elqnitable  and  legal  rights,  and  iSiat 
justice — equal  and  ^act  jusftice — ttuurt 
be  accorded  to  all. 

The  institute  is  to  be  a  permanent 
one,  and  to  accomplish  it9  object  the 
organization  has  been  divided  into  two 
distinct  parts,  a  research  council  and  a 
business  or  public  relations  department. 

The  research  council,  with  headquar- 
ters in  Washington,  D.  G«,  will  be  com- 
posed of  nat  more  tiian  16  men  of  p'®' 
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eminent  ability,  standing  and  learning 

with  reference  to  transportation  and 
known  fw  their  integrity  and  impar- 
tiality. ^        ,     ,  . 

Hon,  Edgar  B.  Olaak,  formerly  chair- 
man of  the  Interstate  Commerce  Com- 
missi] on,  has  been  made  chairman,  and 
Hon  Sydney  Anderson,  M.  C„  formerly 
chairmlain  of  the  Joint  Gomniission  of 
Agricultural  Inquiry  of  Congress,  has 
been  made  vice  cKsinnan  of  that  council. 

The  re«eam!h  councM  has  exclusive 
jurisdiction  over  all  research  and  fact- 
finding work.  It  will  not  only  ascer- 
tain the  facts  but  interpret  them  in  an 
impartial  way,  \md  present  such  con- 
clusions in  la  way  that  can  foe  easily 
understood  by  all.  It  will  gather  to- 
gether the  result  of  the  research  work 
done  by  various  responsible  organiza- 
tioBS  engaged  in  such  work,  with  refer- 
enlce  to  the  various  kinds  of  transporta- 
tion, and  will  correlaite  the  information 
thus  obtained  so  as  to  determine,  as 
nearly  as  possible,  the  relative  import- 
ance 'and  the  approximate  place  and 
service  of  the  vasrioos  agenoies  engaged 
in  ifuipiishing  transportaliiooi  tbe 

Plan  of  Representation 

The  business  or  public  relations  de- 
partment will  be  under  the  g'cneral 
direction  of  President  Howard.  He  will 
be  assisted  by  some  very  able  and  ex- 
perienced officers  who  are  worthy  of 
the  confidence  and  respect  of  the  public. 
That  department  will  be  governed  by 
a  board  of  directors  of  not  more  than 
52  members,  grouped  as  far  as  prac- 
ticable so  as  to  give  four  representa- 
tives eiaich  to  agriculture,  banking,  for- 
estry, labor,  manufacturing,  public  utili- 
ties, trade,  mining,  highway  transporta- 
tion, waterway  transportation  and  rail 
transpofrtation;  and  not  more  than  eight 
directors  at  large.  This  method  of  se- 
lecting the  board  of  directors  insures 
thiBjt  all  branches  of  agriculture,  indus- 


try, finance,  transportation  and  labor 
will  have  a  voice  m  the  direction  of  its 
business  affairs  and  educational  poli<  y; 
and  guarantees  that  no  single  gro-up  wi'l 
control. 

*  The  work  of  the  instrtute  wHl  be 

educational  and  not  legislative;  it  will 
not  advocate  or  oppose  special  legis- 
lation iov  or  against  tran&i>ortation 
agencies. 

The  first  sfteps  toward  the  develop- 
ment of  a  comprehensTVf .  popular  edu- 
cation will  be  inaugurated  by  engaging 
a  limited  number  of  pre-emiueut  men, 
possessing  extended  information  about 
the  transportation  problem,  to  b^in  the 
discussion  before  the  public  AA-ithin  the 
next  few  weeks,  of  the  fundamental 
principles  underlying  our  transportation 
system;  and  will,  as  soon  asi  plans  can 
be  completed,  employ  a  corps  of  persons 
of  the  highest  standing  and  forensic 
ability,  who  after  receiving  the  neces- 
sary instructions  by  the  research  coun- 
cil, will  be  sent  into  all  parts  of  the 
country  to  gather  and  convey  reliable 
and  necessary  information  about  trans- 
iportation  in  all  its  aspects  in  open 
forums,  through  the  press  and  other- 
wise. 

All  available  means  and  facilities  wiH 

be  used  to  aid  the  ipublic  to  know  that 
the  transportation  pro'blem  is  its  own 
and  that  they  must  not  only  compre- 
hend it,  but  must  do,  and  must  cause 
to  be  done,  all  things  necessary  to  save 
vital  existing  facilities  and  inaore  the 
necessary  increase  thereof. 

The  funds  necessary  to  conduct  the 
business  are  to  be  contributed  by  per- 
sons, firms  and  corporations  engaged  in 
the  various  interests  that  are  repre- 
sented on  the  board  of  directors,  and 
by  other  interested  parties.  Assurances 
have  been  received  of  substantial  sup- 
tport,  And  there  is  every  reason  to 
expect  that  the  ins>titute  wfll  hecome 
the  great  national  educatioiml  institu- 
tion which  it  is  intended  to  be. 
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